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The Way of Progress 


DR. HAROLD G. MOULTON, Pres., 


The Brookings Institution, Washington, D. C. 


Address at dinner of Falk Foundation, Pittsburgh, October 21, 1935 


R. CHAIRMAN, Members 
Falk Foundation: 

The subject which we are to consider this 
evening is, I believe, of more fundamental significance than 
any other with which mankind is concerned. Upon our 
ability to discover the means of making continuously effective 
use of our productive resources and of progressively stimulat- 
ing further technological advancement, depends not only the 
economic and social welfare of the masses of the population, 
but also the very perpetuity of our economic and political 
institutions. 

In the short interval of time since the founding of the 
American republic man’s power over nature has been in- 
creased vastly more than in all preceding history. If we 
were to let the span of human history be represented on the 
face of a clock, the period elapsing up to the last two cen- 
turies would be the equivalent of the time from noon to ten 
minutes before twelve, midnight. The last ten minutes 
represents the period during which the capitalistic system, as 
we know it, has evolved. Economic progress in these last ten 
minutes has greatly exceeded that in the preceding 710 
minutes. 

This phenomenal development is, of course, not to be 
ascribed entirely to the system of free enterprise, which un- 
leashed the powers of inventiveness and opened wide the 
doors of opportunity for the development of individual talents 
and capacities. Great scientific discoveries, the opening up 
of new highly productive areas, and the momentum gained 
as each new generation builds upon the achievements of the 
past have all been powerful factors. 


and Guests of the 


The focal point of our present interest, however, is not 
the rate at which progress has been achieved during the 
modern era, but rather the forces which appear to be respon- 
sible for its apparent retardation at this particular juncture 
in history. When one stops to think closely about the ques- 
tion, it would seem that the rate of economic progress should 
be a constantly accelerating one. The larger the margins 
achieved above the requirements for subsistence, and the 
greater the accumulation of scientific and technical knowl- 
edge, the more rapid should be the rate of economic growth 
and the higher the standards of living—providing, of course, 
the rate of population increase is restrained. In other words, 
the first thousand years were ine hardest, and in each suc- 
ceeding century the forward road should become easier. 

A great many observers have in recent times been con- 
cerned over the fact that the rate of economic progress ap- 
pears, superficially at least, to be lagging rather than acceler- 
ating. Somehow the older and more mature economically 
a nation becomes, the less rapid—for one reason or another— 
appears to be the rate of its economic growth. We do not 
seem to be able to make a full utilization of our existing 
productive facilities. This fact has seemed to some to in- 
dicate that we have reached a stage of permanent overpro- 
duction—necessitating restriction of output and more leisure 
instead of more wealth. To others it has suggested that 
there must be some underlying difficulty which seriously im- 
pedes the operation of the economic system. 

It was with a view to throwing light upon the great 
problem thus briefly suggested that the Brookings Institution 
—organized for the purpose of ascertaining and interpreting 





CONTENTS 


rHE WAY OF PROGRESS. 
Brookings Institution 


APPETITE FOR THE HEROIC. By 


Princeton University 


By Harold G. Moulton, President, The 


Harold W. Dodds, President, 


PROPAGANDA IN 


THE MODERN WORLD. By 
son (Mrs. Sinclair Lewis), ra 


Dorothy Thomp- 
Author eS a ia er 


STOCK MARKET CONTROLS. By Charles R. Gay, President, New 
York Stock Exchange i ag a Se ee 


BOOM OF 1936. Economist 


By Hon. Henry 


THE 


THE PROCESSING 
A. Wallace, 


By Major L. L. B. Angas, 
TAX AND THE TARIFF. 


Secretary of Agriculture 


THE FARM AND PRESIDENT ROOSEVELT. 
President, National Farmers’ Holiday Association 


EPIDEMIC EXPERIMENTALISM. aad — Frank, President, 
University of Wisconsin 

AMERICAN BUSINESS AND THE CONSTITU TION. By ‘Ralph 
E. Heilman, Dean, School of Commerce, Northwestern University 

PEACE AND WAR. By Hon. Cordell Hull, Secretary of State 


BROKEN THREADS BETWEEN NATIONS. By M. ines ences 
Former French Minister of Finance . : a 


WHY EMPLOYMENT IS a 
Former Director of the Budget . . 


THE V._S.. 
M. House, 


By Milo er 


By sain Ww. 


tin, 


THE LEAG minal: a WORLD PEACE, 


Diplomat . 


By Col. E. 





VITAL SPEECHES OF THE DAY is published fortnightly by the City 
News Publishing Co. (Inc. 1911), 33 W. 42nd St., New York City, N. Y. 


Telephone LOngacre 5-4040 


Tuomas F. Daty, President and Treasurer 
Greorce W. Laney, Vice President and Secretary 


Tuomas F. Daty, Editor F. V. Linpiey, Associate Editor 
Subscription Rate: $3.00 a year. 


Entered as Second Class matter December 24, 1934, at the Post Office at 
New York, N. Y., under the Act of March 3, 1879. 





Dr. Harold G. Moulton 


59 








the facts about great economic and governmental problems 
—-submitted three years ago to the Maurice and Laura Falk 
Foundation of Pittsburgh—created for the purpose of pro- 
moting human welfare—a project for investigating the rela- 
tion of the distribution of income te economic progress. 

The very wording of the title, The Distribution of 
Income in Relation to Economic Progress, suggested the 
fundamental lines along which the investigation would be 
projected. The fact that business enterprises seldom produce 
at full capacity, that the greatest problem of business man- 
agers appears to be to find adequate markets for their prod- 
ucts raised in the minds of many business men and economists 
the question, “Is not the primary difficulty a lack of pur- 
chasing power among the masses?” and this led at once to 
the correlative question, “What is the bearing of the dis- 
tribution of income among the different groups in society 
upon the demand for the products of industry?” 

In view of many people it seemed obvious that since 
producers groan under the burden of “excess capacity” at 
the same time that consumers complain of unsatisfied wants, 
the trouble must evidently lie in the failure of the system 
to transmit purchasing power broadly to the masses. In 
sharp contrast, others contend that the center of the economic 
system is production. While temporary maladjustments may 
restrict productive output, it is urged that, as a normal long- 
run procedure, we produce all that we can, and that our 
consumption is simply determined by the amount that the 
economic machine is able to turn out. In the light of such 
divergent views, the need of a searching study into the in- 
terrelations between production and consumption, as revealed 
by data and information drawn from the actual world of 
affairs, was evident. 

As you are all aware, our investigation has covered a 
number of more or less distinct, though interrelated, subjects, 
and the final volume on which I am reporting this evening 
is an interpretative synthesis of the entire investigation.’ 
Since many of you are familiar with the conclusions reached 
in our studies of production, consumption, and capital forma- 
tion, only incidental reference need here be made to the 
first three phases of the investigation. In order, however, 
that you may have before you in succinct form the successive 
steps involved in the inquiry as a whole and be able to judge 
for yourselves whether the investigation has been carried out 
in a thoroughly scientific manner, I shall give a very brief 
recapitulation. 

I use the term “scientific” deliberately, because of a 
widespread impression that the subject of economics does not 
readily lend itself to scientific determination. It is our 
belief that owing to the extensive factual and statistical in- 
formation about the business world that has been accumu- 
lated in recent times that it has been possible to pursue the 
present investigation by methods which are quite as scientific 
in character as those prevailing in the natural sciences. In 
some connections, to be sure, it has not been possible to 
make as accurate measurements as one might wish but the 
lack of precision we believe in no wise affects the funda- 
mental validity of the conclusions reached. In order to 
present our findings as succinctly as possible and at the same 
time to reveal the methods employed I shall describe the 
several steps in the analysis as a whole. 

1The four resulting publications are: America’s Capacity to Produce, 


America’s Capacity to Consume, The Formation of Capital, and Income 
and Economic Progress. 





Step 1 

The first step was to ascertain the degree to which our 
productive resources are ordinarily utilized. We found that 
in the prosperity period of the twenties our productive facili- 
ties were used to only about 89 per cent of capacity. This 
phenomenon of excess capacity was characteristic of the 
whole period from 1900 to 1929, with no definitely dis- 
cernible upward trend for the period as a whole. During 
the depth of the depression in 1932, the rate of output for 
the economic system as a whole was scarcely more than 
60 per cent of capacity, while in many lines of manufacture 
it was as low as 20 or 30 per cent. 


Step 2 

The second task was to determine whether the failure 
to utilize our productive capacity fully might be explained 
by any impediments or maladjustments within the productive 
mechanism itself. We were unable to discover any bottle- 
neck, weak link, or defective part in the productive system. 
That is to say, there was no impediment in the way of a 
shortage of raw materials, industrial plant and equipment, 
power or fuel, transportation facilities, money and credit, or 
labor, which might explain the failure of the system as a 
whole to operate on a capacity basis. The source of dif- 
ficulty had, therefore, to be sought outside the productive 
machinery. 

Step 3 

As the next step, it was therefore necessary to study 
the distribution side of the economic system. Might the 
difficulty be found in a maladjustment between productive 
capacity and purchasing capacity? To throw light on this 
question it was necessary to show how the national income 
is divided among the various groups which comprise the 
body politic. 

We found, in brief, that the great masses of the popula- 
tion had incomes insufficient for primary requirements and 
that there exists a potential demand vastly greater than 
could have been supplied had we operated our economic 
system at full capacity. At the higher end of the scale, 
incomes were not only in excess of consumptive require- 
ments, but in many instances in excess of practical consump- 
tive possibilities. Over the period from 1900 to 1929 the 
poor were not growing poorer, but richer. But the rate 
of income growth was nevertheless more rapid in the upper 
income strata. 

Step 4 

The fourth step was to determine the effect of the un- 
equal division of income upon the allocation of the total 
income as between spending for consumption and saving for 
investment. We found that the savings of those in income 
groups below $2,000 were negligible, while those in the 
higher income brackets saved a substantial percentage of 
their total incomes. Out of 15 billion dollars of individual 
savings in 1929, as much as 13 billions were made by 10 
per cent of the population. Since the number of people in 
the higher income groups was increasing, the percentage of 
the total national income that was diverted to investment 
channels was increasing. 

Step 5 

The fifth step brought us to the crucial question, 
namely, whether the restricted flow of funds into consump- 
tion channels, resulting from the unequal distribution of 
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income, served in any way to impede the operation of the 
economic system. ‘To answer this question it was necessary 
to study the forces which govern the transformation of the 
money savinas of individuals into new capital equipment. 


According to traditional views, the greater the amount 
of money that is directed into investment channels the better, 
for it will all be used to expand plant and equipment, thereby 
increasing productive capacity—and hence consuming capac- 
ity in the future. Our analysis showed, however, that since 
new capital is constructed with a view to making profits 
out of the sale of the products of such capital, an expansion 
of plant and equipment will not take place in any large way 
unless consumptive demand is at the same time increasing. 


Our study of the facts of industrial history disclosed 
further that the growth of new plant and equipment is 
closely adjusted to the rate of increase of consumptive de- 
mand rather than to the volume of savings available for in- 
vestment purposes. In the prosperity period of the twenties, 
for example, only a portion of the money savings rendered 
available in the markets was utilized by business men for the 
purpose of building new plant and equipment. The excess 
went to bid up the prices of securities already outstanding, 
thereby producing serious dislocations in the financial mar- 
kets. In short, we found that, on the one side, the flow of 
money into consumptive channels was inadequate to call 
forth the full use of the existing plant and equipment; and 
that, on the other side, the excessive flow of funds into in- 
vestment channels produced a security market boom, the 
ultimate collapse of which was an important factor in pre- 
cipitating the depression of 1929. 


As a result of the investigation of production, consump- 
tion, and the process of capital formation, we reached the 
following basic conclusions: 

First, the unbalanced distribution of income—and con- 
sequent restricted flow of purchasing power through con- 
sumptive channels—explains our inability to find markets 
adequate to absorb the full output of our productive estab- 
lishments. 


Second, the slow rate of growth of consumptive de- 
mand serves to retard the rate at which new capital is con- 
structed and hence the rate of economic progress. 


With the basic source of maladjustment disclosed, our 
problem shifted from diagnosis to prescription. By what 
means might the flow of the income stream to the various 
groups in society be modified so as to expand progressively 
the effective demand for consumption goods and call forth 
an ever greater volume of production? What are the pos- 
sible lines of attack on this problem? In what directions is 
economic progress most likely to be found ? 


As a preliminary to a discussion of this problem, it 
should be clearly understood that a mere redistribution of 
the existing income of society will not accomplish the desired 
results. If the entire income of the nation had been divided 
absolutely equally in the most prosperous year we have ever 
known each person would have received about $655. If 
all of the income derived from investments in 1929 and in 
addition all of the salaries received by corporation officials 
had been conscripted and distributed to the masses, the per 
capita income would have been increased by only about $140. 
The amount that could conceivably be redistributed at the 


present juncture without bringing the economic system to a 
halt is so small as to be of negligible significance. 

The paramount requirement is to increase progressively 
the total amount of income to be divided. Only if the ag- 
gregate income increases from 80 billion dollars a year to 
100 billions, to 150 billions, to 200 billions, will it be pos- 
sible to achieve the goal desired. What we need is a dynamic 
society in which ever increasing quantities of newly created 
goods and services will become available for everyone. The 
distribution of income from year to year is thus of signi- 
ficance not for its momentary effects upon the well-being of 
the masses, but for its possible cumulative effects in pro- 
moting a fuller utilization of our productive facilities and 
a consequent progressive increase in the aggregate income 
to be available for division. 

Numerous persons, aware of the character of the con- 
clusions reached in the first three volumes of our investiga- 
tion, have evidently been expecting us to suggest some clever 
device, or panacea, with which to remedy the existing mal- 
adjustments. One of the most striking attributes of the 
human mind is its desire for some simple or single solution 
to the problem with which it is confronted. Any number 
of such “conclusive remedies” have come to my desk, as no 
doubt to yours, in the course of recent years. But anyone 
who has had a broad and varied experience, either in the 
world of business or as a professionally trained student of 
the actual operation of the complex economic system, knows 
that there is no easy formula by which the economic machine 
may be automatically, instantaneously, and perpetually 
perfected. 

In our analysis we have given careful attention to sev- 
eral alternative, though not necessarily mutually exclusive, 
lines of attack upon the problem. In each case we have 
sought to determine both the potentialities and the limita- 
tions. By a process of elimination we have reached a judg- 
ment as to the particular road along which progress, as we 
conceive it, is most likely to be achieved. At the same time 
we have indicated other contributing means and suggested 
the places at which further investigation is required. 

Methods of bringing about a different division of in- 
come are of two broad types—the one direct and the other 
indirect. The direct method involves a modification of the 
income stream at its source—that is, in the disbursing offices 
of business enterprises. The indirect method involves an 
unmodified initial distribution and then a subsequent redis- 
tribution through the medium of taxation machinery. I! 
shall say just a few words about the latter first. 

Taxation has already played a role of no small signi- 
ficance in raising the standards of living of the masses. For 
many years, federal, state, and local governments have col- 
lected taxes for the purpose of providing educational and 
recreational facilities and, increasingly, public health service. 
These free services have not only contributed very materially 
to the well-being of the masses; but since such services come 
free the result is a larger margin for expenditures on other 
types of consumption goods. As the years pass, the furnish- 
ing of such services out of funds derived from taxes may 
well be made very much more important than has been the 
case heretofore. 

On the other hand, many types of public expenditures 
—which provide incidental employment—are not of great 
direct significance to the masses. If the people had free 
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choice in the matter they would clearly not express them- 
selves in favor of additional public works, as compared with 
better food, clothing, shelter, and more necessities and con- 
veniences in the home. However important the construction 
of public works may be in a period of depression, such enter- 
prises can be justified as permanent policy only if they yield 
larger satisfactions to the people than might be rendered 
through increasing the output of basic necessities. As long 
as widespread underconsumption exists, a program of public 
works will not solve the basic need. Not unless the govern- 
ment were to take over the production of food, clothing, 
and other basic necessities, would it be possible thus to give 
the people what the people most stand in need of. We con- 
clude, therefore, that taxation has a place in a program for 
redistributing income—an increasing place as the years pass 
—but not a place of primary or fundamental importance. 

Turning now to the direct methods: There are two 
principal alternatives to be considered. The first is the in- 
crease of money wages without proportionate increases of 
prices, and the second, or opposite, is the reduction of prices 
without a reduction in money wages. Before considering these 
alternatives, let me emphasize that our analysis is concerned, 
not with the economic situation as it presents itself in the 
midst of depression, when normal price and wage relation- 
ships have been seriously disturbed, but under more normal 
long-run conditions. 

It is readily apparent that if there should be a general 
increase in money wages unaccompanied by offsetting in- 
creases in prices, the purchasing power of the wage earning 
classes would be enhanced. It is equally clear that if prices 
generally were reduced while money wages remained un- 
changed, the real income and purchasing power of the masses 
would also be increased. It is clear also that wage increases 
accompanied by corresponding price increases do not increase 
purchasing power, and that price reductions achieved by 
cutting wages do not give to the laboring classes any added 
purchasing power. The relationship between wage levels 
and price levels must be modified if the workers’ income and 
purchasing power is to be expanded. 

Since public interest has been focussed chiefly upon the 
wage increase method of raising the income of the workers, 
this method must be given first consideration. In order to 
simplify our discussion, let us ignore the practical difficulties 
involved in bringing about a general increase in wages un- 
accompanied by price increases. What we are chiefly inter- 
ested in for the moment is in determining to what extent 
this method, if successful, would reach to the heart of the 
problem of raising the income of the consuming masses. 

The industrial labor population of the United States 
constitutes only one portion of the great consuming public. 
Out of a total population, at the latest census, of 122,775,- 
046, as many as 44,636,770 were classified as farm popula- 
tion, while another 9,183,453 lived in towns having less 
than 2,500 inhabitants. The urban population was 68,954,- 
823, of which 4,717,590 lived in towns of between 2,500 
and 5,000 inhabitants. The rural and village population 
was approximately 44 per cent of the total. There is a 
substantial part of this urban population which would re- 
ceive no benefits from the wage increase method of dis- 
tributing income. Persons employed in connection with 
government activities, educational, philanthropic, and chari- 
table organizations, or in personal or domestic service, would 








not necessarily obtain increased salaries. “These workers, 
together with the professional groups, constitute a population 
of something like 20 million people. 

The wage increase method of disseminating the benefits 
of technological progress would, therefore, not extend to 
more than 40 per cent of the total population. Moreover, 
the importance of the farm population is not fully revealed 
by the number of people involved. The farmers as a class 
have the lowest incomes of any important group in the body 
politic. The per capita income of the farm population as 
a whole in 1929 was only $273. Any method of distributing 
income that leaves the farm population out of the picture 
obviously falls far short of the desired goal. 

Moreover, the increase of money wages tends to pro- 
mote a basic maladjustment between two great divisions of 
our economic life and thus to impose a serious barrier to 
economic progress. The struggle to obtain higher living 
standards through the medium of higher money wages has 
been the cause of a long and deep-seated conflict between 
the agricultural and urban populations. The people of the 
cities have fought for higher wages even though it has meant 
somewhat higher prices for industrial products. The farmers 
have long fought for lower prices on the commodities which 
they have to buy. The struggle underlies the so-called 
granger movement of the seventies; it explains the traditional 
opposition of the agricultural South to high protective tariffs; 
and it lies at the basis of farmer opposition to trusts, monop- 
olies, and combinations in all their forms. It explains 
finally the present agricultural program of restricting output 
as a means of restoring “price parity” between agriculture 
and industry. 

Investigation and analysis clearly reveal that the money 
raising method of increasing the purchasing power of the 
labor population has over a long period of years been in- 
strumental in giving to them higher standards of living. 
The objection to the method is simply that it is not suf- 
ficiently inclusive in scope and thus produces maladjustments 
which serve to impede the most effective functioning of the 
economic system as a whole. 

In contrast, when prices are reduced (without a reduc- 
tion of wages) the benefits automatically accrue to the entire 
population. That is to say, it not only adds to the purchas- 
ing power of the labor employee group, but it increases the 
real income of the non-wage urban population and of the 
farm population as well. Since the benefits are distributed 
throughout the entire economic system, a better balance is 
maintained between the different divisions of our economic 
life. 

In considering these alternative methods of disseminat- 
ing the benefits of progress, attention must also be directed 
to their bearing upon international competition. In so far 
as an increase in money wages is accompanied by increasing 
prices, the ability of American manufacturers to meet com- 
petition in foreign markets is obviously impaired. And even 
though prices should show no increase, the competitive power 
of the American manufacturer would be affected in a nega- 
tive way. That is to say, he would not be in a position 
to reduce his selling price with a view to expanding foreign 
sales. 

On the other hand, a progressive lowering of the prices 
of commodities strengthens a nation’s competitive position 
in foreign markets. The greater the technical progress and 
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the lower the consequent selling price the greater will be 
the chance of expanding foreign sales. Success in interna- 
tional competition will in the long run depend upon produc- 
tive efficiency and not upon the level of money wages. 

In short, the broad highway along which economic 
progress must be sought is the avenue of price reductions. 
When this road is followed the benefits of technological 
improvements are automatically. conferred upon all divisions 
of the population. Maximum expansion of purchasing power 
is obtained and equilibrium is maintained. 

The problem thus briefly outlined is the fundamental 
issue confronting the business men of this and other coun- 
tries. It is the business man’s problem, for the simple reason 
that business policy is the determining factor in the making 
of prices. We are concerned here with a crucial question 
of economic organization under the capitalistic system. In 
order that there may be no failure to appreciate the vital 
significance of this problem from the standpoint of the func- 
tioning of the economic system, let me briefly recall the 
fundamental principles upon which the capitalistic system 
depends for its successful operation. These principles have 
not only been long ago set forth in economic literature, but 
they have long been imbedded in the thinking of business 


elimination of obsolescent or otherwise inefficient, high cost, 
or marginal establishments. The fit, as gauged by ability to 
sell at a minimum price, alone survive; moreover, the ef- 
ficient of today promptly become the inefficient of tomorrow. 
A particular business man, firm, or corporation may indeed 
survive over a long period of years, but only if the produc- 
tion methods employed keep always abreast of changing 
times. Note that this theory of progress requires the main- 
tenance of money wages—for if they are not maintained the 
real purchasing power or income of the laboring class will 
not be expanded. The reduction of prices which is signi- 
ficant is that reduction which results from increased pro- 
ductive efficiency. 

I submit that these fundamental requirements for prog- 
ress under the capitalistic system have never been subjected to 
challenge. 1 submit that they cannot be refuted. As we in- 
crease productive efficiency we must, if our productive re- 
sources are to be fruitfully employed, match it with increased 
consumptive power among the masses. 

I submit also that in the actual operation of the business 
system these principles have not always been adhered to. Cer- 
tain prevailing practices have tended to nullify the benefits 


of technological improvements and to retard the rate of eco- 
nomic progress. First, the importance of maintaining the 
general level of wages as a part of the process has too often 
been forgotten. Indeed, the system itself has exerted a 


and governmental leaders as well. They tend, however, 
to be forgotten in the every day world of practical affairs. 

The general theory underlying the system of capitalistic 
production and distribution clearly recognizes the necessity 
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of an ever expanding mass purchasing power in order to 
absorb the expanding capacity of the productive establish- 
ment. Certain clearly defined principles were moreover set 
forth which it is believed could be relied upon to bring 
automatically the desired results. Let me briefly summarize 
these principles. 

First, it is pointed out that under a system operated 
tor private profit each business manager naturally seeks to 
reduce costs by increasing the efficiency of production. He 
may accomplish this by the construction of a larger and 
more efficient plant, by the installment of improved equip- 
ment, by the introduction of superior internal management, 
by improved methods of marketing, by integrating various 
stages in the productive process, or by a combination of 
various methods. 

Second, having reduced costs of production he is in a 
position to increase his profits in one or another of two ways. 
He may continue to sell at the same price as before, enjoying 
the advantage of a wider margin between cost and selling 
price; or he may expand the volume of his business by 
means of price concessions. It was reasoned that since the 
increase in efficiency which is responsible for the reduction 
in costs commonly involves an expansion of productive 
capacity, and since the maximum economies can be obtained 
when operating at full capacity, the greatest profits will 
result if the output is expanded by means of a reduction of 
prices. “The wise alternative is to expand sales by offering 
the products at a lower price. 

In short, increased efficiency makes possible lower prices, 
while the profit incentive insures the actual reduction of 
The greatest profit to the business enterprise is 
thus derived through giving to the masses the most for 
their money. The interest of the profit maker therefore 
coincides with the welfare of the community. 

Third, the process naturally involves the continuous 


prices. 


powerful pressure on business managers to reduce wages. 
When confronted with markets inadequate to absorb the full 
potential output of his factory, the individual business man- 
ager is naturally tempted to cut wages as a means of reducing 
costs; for with lower costs he can make price concessions and 
expand his sales. But if all business men cut wages as a 
means of reducing costs and selling prices they have not 
thereby expanded the purchasing power of the wage earning 
population. The contention of labor leaders that labor is 
something more than a commodity is correct; labor is also a 
consumer. Fortunately this fact is becoming more and more 
widely recognized as the years pass. 

In the second place, the primary mechanism which the 
system relies upon to distribute the benefits of technological 
progress has increasingly not been permitted to operate. In- 
stead of reducing prices as a means of expanding markets, 
there has been a growing tendency to maintain prices and to 
let well enough alone. 

Interferences with competitive price movements have oc- 
curred as a result of the development of at least three major 
types of business organization. ‘The first is the unified 
monopoly or industrial combination under single manage- 
ment. The second, found chiefly in Europe, is the cartel or 
“collective monopoly” under which there is group control of 
production with a view to stabilizing prices in a given in- 
dustry. The third is the trade association which seeks, 
usually through informal cooperation, to stabilize certain con- 
ditions within particular industries without interfering with 
the control of production. There are, of course, many differ- 
ent types of trade associations and not all of them are able 
to exert an influence upon prices; but by and large trade 
associations consciously or unconsciously promote price stabil- 
ity. These associations, unlike consolidations, have generally 
been viewed with favor by the United States government as 
a means of stabilizing business. 

Thus industrial policy, as it has evolved in this and 
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other countries in recent times, has tended to impede the free 
functioning of the price system. Over an ever widening area 
the process of persistently expanding purchasing power by 
means of price reductions has been checked. We do not wish 
to imply that competition has entirely disappeared; for in 
broad sections of the industrial system prices are still reduced 
as productive efficiency increases. But as industry reaches a 
more mature stage of development, and as production be- 
comes concentrated in larger units, the policy of maintaining 
prices to stabilize conditions and safeguard profits prevails 
increasingly. 

The necessity of progressive price reductions as a means 
of expanding purchasing power and markets appears to have 
been forgotten alike by business managers and economic 
statesmen. Yet the conclusion is inescapable that, in so far 
as the effort to stabilize prices is effective, we are blocking 
the broad distribution of income and thereby throttling eco- 
nomic progress. 

‘The results of these policies have been most clearly 
manifested in the decade of the twenties. This was a period 
of remarkable technological advancement. Both the amount 
of capital and the efficiency of its use increased in nearly all 
lines of production. But the benefits of this increasing ef- 
ficiency were not automatically passed on to the masses of 
consumers either through the medium of proportional wage 
increases or proportional price reductions. Wholesale prices 
of manufactured commodities declined a scant 5 per cent and 
retail prices did not decline at all. In some lines of industry 
there were, to be sure, substantial decreases in prices. In 
other lines there was virtually no change, while in some there 
was a substantial increase. 

Faced with productive capacity in excess of existing con- 
sumer demands business men in the main sought a solution of 
the problem along the following lines: First, by stimulating 
consumptive desire through extensive advertising campaigns; 
second, by sales on the installment plan; and, third, by sales 
in foreign markets. 

Competitive advertising could do little to increase the 
aggregate consumptive demands of the masses, since it did 
not increase their purchasing power and the volume of their 
savings which might be diverted to consumption was of 
negligible significance. Installment selling could give a 
bulge to immediate purchases but it could not increase ag- 
gregate purchasing power over a period of years. Exports 
could be expanded relatively to imports only so long as for- 
eign credits could be extended. 

The remaining alternative, that of expanding markets 
for all the great necessities and conveniences of life, through 
a reduction of prices, came largely to be ignered. Instead of 
endeavoring to put additional consumptive power back of 
each new addition to productive power we sought, by and 
large, to maintain the price structure with a view to the 
stabilization of existing conditions. In thus attempting to 
stabilize existing conditions, not only was economic expansion 
held in leash but the seeds were sowed for economic instabil- 
ity in the future. 

The question will be raised, however—Is not price 
stability essential to the stability of business conditions? 
Does not price cutting inevitably tear down the business 
structure and demoralize the markets and thus do vastly more 
harm than good? 

In order to look at this issue in clear perspective, it is 






necessary to distinguish carefully between the situation that 
prevails in a period of acute depression and that which exists 
in times of prosperity. When in a period of business reaction 
prices in general are falling sharply, with each new decline 
intensifying business uncertainty, further general price reduc- 
tions do not constitute a remedy for the existing demoraliza- 
tion. Stabilization, at some point, always has to be reached 
before recovery begins. It is our vivid experience with the 
destructive price warfare in disorganized periods of general 
deflation, that makes men fearful of the effects of price 
reductions. 

In a period of prosperity, on the other hand, a reduction 
of prices—made possible by improvements in productive ef- 
ficiency—would have no demoralizing effects. In the nature 
of the case, such price reductions would be gradual in char- 
acter, and since they would not be accompanied by either a 
restriction of output or a decrease in buying power, they 
would contribute to stability of an enduring character. 

Industrial policy which rivets attention merely upon the 
maintenance of a favorable existing situation is shortsighted 
industrial policy. The maintenance of the status quo in 
prices is a barrier to progress. Unless wage increases or 
other offsetting factors intervene, economic growth is meas- 
ured by the extent to which prices are reduced. 

The reduction of prices during a period of increasing 
technological improvement will not destroy profits for busi- 
nesses which are increasing their efficiency. If the reduction 
in prices is matched by the increase in efficiency—which 
means a reduction in costs—the margin of profits is obviously 
not reduced. On the contrary, in so far as the reduction in 
prices expands purchasing power and permits a larger volume 
of sales, the unit cost of production is reduced and profits 
may be increased. 

It is scarcely necessary to call to the attention of this 
audience the relation between volume of production, unit 
costs, and profits. But I must emphasize the danger of assum- 
ing that the cost of production is something that is rather 
definitely fixed by the existing costs of labor, materials, ete. 
In view of the overhead cost factor, unit costs decline with 
an increase in volume even though the direct expenses remain 
unchanged. Thus, there are two means by which costs may 
be reduced. First, by increased efficiency in the productive 
process, and, second, by reaping the advantages inherent in 
capacity operation. If the latter type of gain is to be real- 
ized, the policy of price reductions must be an aggressive and 
not a lagging one. 

In other words, price reductions should not be delayed 
until reductions in cost are clearly established. Focussing 
attention upon obtaining the largest possible return in a given 
year, serves to prevent the making of larger returns in years 
to come. Excessive profits derived from high prices, more- 
over, invite over-expansion, and lead to instability later. 
Even if price reductions resulted in a more moderate rate of 
profit, the policy would pay as a result of the long run 
stability of earnings which would result. 

Industrial history teaches that those industrial enter- 
prises which rapidly install more efficient equipment and ag- 
gressively endeavor to expand the volume of business through 
lower prices need have no fear on the score of profits. It 
seems to me I recall that Andrew Carnegie once said in 
effect: “I know nothing about the making of profits; I only 
know about the making of steel.”” No doubt he was not un- 
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aware that the profits would in the long run take care of 
themselves. 

The problem which I have been discussing, it will be 
seen, is first and foremost the problem of the American busi- 
ness man. Upon the way in which the business men of this 
country meet the challenge thus presented will, in my judg- 
ment, largely depend the future of private initiative in this 
country. If the private business system, as a result of short- 
sighted price policies, fails to provide that broad distribution 
of purchasing power upon which not only the welfare of the 
masses but the prosperity of the business system itself de- 
pends, then I am quite certain that we shall have increasing 
efforts on the part of the government to exercise control over 
the activities of private business. 

It is no part of my purpose to set forth at this time 
any detailed program for accomplishing the objectives which 
have been outlined. Indeed, any single plan for bringing 
about a general and systematic reduction in prices would 
necessarily involve governmental regulation and control. The 
immediate need is for the business leaders of this country to 
face squarely the issues involved with a view to revamping 


basic price policies in their own businesses and in connection 
with voluntary codes or other forms of agreement. 

There are difficulties to be sure; but the greatest in- 
itial difficulty is psychological in character. So long as the 
disposition is to find all the reasons possible why prices can- 
not be reduced, not much may be expected. The first re- 
quirement is a basic change of attitude about prices, and then 
systematic study of ways and means whereby all along the 
line prices may be gradually and cumulatively reduced. 1 
say cumulatively because in an interrelated business structure 
reductions at one place facilitate the making of reductions 
at other stages in the productive process. Reductions in the 
price of basic materials which enter into later stages of 
manufacture are thus of especial importance. 

In conclusion let me again emphasize that this analysis 
relates not so much to conditions of the moment as to longer 
run possibilities. But even now it may well be possible in 
many lines to stimulate an increased volume of business 
through downward price adjustments. In any event, this 
is the great challenge which is presented to American busi- 
ness men in the months and years that lie ahead. 


Appetite tor the Heroic 


THE AMERICAN LIBERAL TRADITION 
By HAROLD W. DODDS, President, Princeton University 
Delivered before the N. Y. Herald Tribune Forum on Current Problems, October 17, 1935 


HAVE been asked to speak on a subject most difficult 
to define. There is no “school” of American political 
philosophy. As a people we are not self-conscious 

political theorists who can be conveniently catalogued by 
some “ism.” What I shall say, therefore, will be sketched 
by broad strokes of the brush, realizing that various qualifi- 
cations can be leveled against me. 

In turbulent periods such as the present, it is easy for 
us to exaggerate the importance of surface waves, forgetful 
of deep undercurrents which are independently determined. 
Not that such periods do not affect the stream of American 
thought, but, on the whole, our history has been one of de- 
veloping trends rather than a succession of revolutionary 
which introduced new elements in a catastrophic 

From this evidence of political sophistication I 
derive a considerable degree of comfort. For it is a reason- 
able prediction that the manifestations of a depression will 
survive only to the extent that they function as catalytic 
agents, assisting the reaction of substances inherent in our 
make-up. 

The medium which has sustained and nourished Ameri- 
can thought and action has been an abiding—almost child- 
like—faith in democracy; a faith not shared by all the con- 
stitutional fathers but inherent in the conditions of Ameri- 
can life, later to burst into full fruition in the Jacksonian 
era. It was expressed in a revolt against an exclusive govern- 
ing class when the American environment led the people to 
reject the idea that public office was the personal property 
of an aristocracy. 

America’s great contribution to history was her defiance 
of inherited class privileges in government and her bold ac- 


changes 
manner. 


ceptance of the democratic principle. True, the inferences 
of Jacksonian democracy built up certain unfortunate tra- 
ditions. Its ideology imposed heavier burdens on the elector- 
ate than they were able to bear. It gave us an army of pro- 
fessional politicians, the spoils system, rotation in office, the 
long ballot and popular hostility to special capacity in ad- 
ministrative officers. In honesty and efficiency our govern- 
ment has been surpassed by others organized on the aristo- 
cratic principle, but it has endured while others so organized 
have succumbed. In a sense the American tradition has been 
an unreal ideal because it utterly neglected the necessity for 
expert knowledge in administrative posts and overlooked the 
function of leadership in public opinion, in favor of the as- 
sumption that wisdom is always to be found in calculated 
numerical majorities. This lack of realism prepared the 
way for the excrescences which I have mentioned. But it 
is one of the paradoxes of his.ory that the deformities which 
have impeded the efficiency, and even the honesty, of govern- 
ment exist today as a chief safeguard against seductive to- 
talitarian “isms.” The tenacious spoils system itself, the 
excessive localism in local government, the custom of electing 
long lists of local officers when appointment would have been 
better, all in the name of democracy, have given us habits 
of governing ourselves with the help only of the ordinary 
men, which pay little regard to figures on horseback. 

Furthermore, we must not permit our: political short- 
comings, obvious though they be, to blind us to the great 
service we rendered as a pioneer in the application of the 
democratic idea to government and in our success in de- 
liberately framing a democratic form that worked. 

In this the practical side of our nature played a promi- 
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nent role. Our government would quickly have yielded to 
disunion or dictatorship had the constitutional fathers not 
hit upon the device of federalism. We must not forget that 
they had to turn to the ancient world for models, and that 
there no true historic analogy could be discovered. Federal- 
ism, as expressed in our Constitution, was a conscious po- 
litical invention. To operate it with any success whatever 
demanded a greater degree of political maturity and adjust- 
ment than is generally realized. Wise heads knew in 1787 
that only a strong national government could save us, but 
they understood equally well that it was impossible to govern 
the nation from Washington. We were a country of gigan- 
tic area in those days. Today, despite improved communi- 
cations, we are still of continental dimensions. Success with 
centralization in smaller European areas does not warrant 
blind imitation on this side. Of course the activities of our 
national government have broadened throughout the years 
and they will doubtless continue to expand. The danger 
in this evolution is one of misplaced emphasis. Too eager 
centralization is unwise from a practical operating standpoint. 
Under present conditions it would concentrate at the na- 
tion’s capital a vast spoils system in the hands of adminis- 
trative and legislative agencies quite unable to meet the strain 
or fulfill the conditions of success. The curse of bigness, 
which Mr. Justice Brandeis so aptly inflicted on business 
corporations inflated beyond the boundaries of efficiency and 
responsibility, applies with equal force to the sphere of gov- 
ernment. 

In appraising the success of federalism the work of the 
Supreme Court must not be forgotten. Whether the consti- 
tutional fathers intended that the court should possess power 
to declare legislation void is a debatable, though academic, 
question. The indisputable fact is that John Marshall lived, 
served for thirty-five years as Chief Justice and by the power 
of his reasoning defined the general relationship between the 
states and the nation. The issues of the Civil War were 
too bitter to be resolved by edict, but countless delicate ques- 
tions have been settled in the judicial arena which would 
have been less satisfactorily disposed of by the political 
processes of legislation. Even those today who would de- 
prive the Supreme Court of its power of judicial review 
cannot fail to be impressed by the assertion of Mr. Justice 
Holmes that the Union would be imperilled if the court 
did not possess such authority over the states. 

Democracy has always signified more than popular gov- 
ernment under universal suffrage. Its spirit is respect for 
the individual and freedom of individual opportunity. There 
are forces in modern life which tend to turn a man into a 
cog or a statistic, but the American people do not believe 
that it need be so. True, our political institutions were 
built on a foundation of a simple capitalism of widely dif- 
fused private property, decentralized industry and wide scope 
for enterprise in familiar fields. This was favorable soil, 
and to preserve popular government our economic and social 
institutions must be such as encourage the spirit of indi- 
vidualism in the body politic, and not merely in the few. 
The advantages of large scale production of goods and ser- 
vices have become too completely embodied in our standard 
of living to permit a return to the simple society of our 
forefathers, but the synthesis of modern industry and indi- 
vidual aspirations is still to be worked out. It is the prob- 
lem of the age. Easy phrases about planning, which miss 





the point entirely, will not solve it. 


The individual’s claim to opportunity explains not only 
the demand for manhood suffrage in the early days of our 
history but also the growth of governmental regulation as 
business units grow in size and concentrated power. At no 
time has the spirit of America been collectivistic. The de- 
mand for regulation of business, which began with the 
Granger movement of the ’70s, was essentially a conservative 
effort to perpetuate the system of American individualism. 
The purpose behind the campaigns for the regulation of 
railroads, grain elevators, banks and other public utilities, 
for anti-trust laws and for the control of unfair trade 
practices, was the desire of the small business man to con- 
tinue as he was without domination by monopolies of central- 
ized economic power. Opinion shifted from absolute faith 
in laissez-faire to trust in regulation, but the objective was 
the same, to give the individual a chance. 


It is certain that this spirit was spelling the doom of 
NRA, irrespective of judicial intervention, as it was be- 
coming more generally understood that the function of plan- 
ning and control had passed to trade associations governed 
by the few. The spirit of the Sherman act is still alive in 
our people and they were bound to revolt against restricted 
output, artificial prices and diminished flow of goods, not 
to mention the Fascist atmosphere of hysteria and boycott 


in which NRA was launched. 


Liberalism, as contrasted with Toryism, Communism, 
Fascism, is essentially a habit of mind. It has been defined 
as “the disposition of a man who looks upon each of his 
fellows as of equal worth with himself.” Its program is the 
removal of hindrances which prevent natural growth and 
inequities which enable the strong to oppress the weak. Its 
objective is not negative but positive, real freedom based on 
reasonable economic security rather than merely a theoretical 
freedom before the law. It is intellectually humble rather 
than spiritually proud. It has no esoteric formulas for a 
quick jump to a social heaven. In this age of high-pressure 
salesmanship the liberals’ invitation to come let us reason 
together seems like a far call from the past. 


Today it is threatened by various forms of dictatorship 
which, by denying the values of personality, promise stability 
against apparent chaos. By appeal to primitive and barbarous 
emotions, absolutism seems to supply something tangible to 
belong to, believe in and fight for. Liberalism, we are told, 
is sterile and hesitant in an age that demands boldness, and 
the arrogance of a dictator is reassuring to unstable, troubled 
minds. But it is no compliment to the human race that, 
at a time when authorities cannot agree on a diagnosis of 
present ills, so many should give heed to the pictured attrac- 
tions of a planned economy which, by whatever name it is 
known, demands the absorption of the individual in a system 
into which he is to be fitted as a piece in a jig-saw puzzle. 

The psychology of a social planner, often unknown to 
himself, leans toward dictatorship, always on the conscious 
or unconscious assumption that the planner is to be one of 
the dictators; for in the back of his mind is the hope that 
this form of control will supply the means for the prompt 
determination and execution of the policy which his soul 
craves. 

Now, science and its handmaidens, invention and engi- 
neering, rightfully enjoy tremendous prestige. Their tech- 
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nique is controlled experimentation in accordance with a rea- 
soned hypothesis, with a skeptical and objective eye upon 
results. But in economics and politics repeated experiments 
under controlled conditions are impossible. The exact work- 
ing data of the physical sciences are not available. Public 
policy cannot be determined in the manner in which an engi- 
neer plans a bridge or a scientist studies the foibles of an 
electric current, and it is dishonest to say that it can. Scien- 
tific experimentation commands the respect of all. But a 
program of undigested and contradictory ventures, whose 
gropings betray their lack of a central purpose, conducted 
by personnel of divergent theories and objectives united in 
no common hypothesis, is not experimentation. Light-hearted 
haphazard acceptance of new things, a carefree willingness 
to try anything once, is not experimentation in any scientific 
It is gambling and not experimentation. Russia is 
experimenting, but the same can not be said for the New 
Deal. 

Can we resolve our present discontents by the methods 


sense. 


of the liberal faith; by what used to be called progressivism 
in the United States? It is democracy’s method and I be- 
lieve that it will work. Its ideal is not frozen or static. The 
planks in its platform of twenty-five or thirty years ago do 
not suffice today, but the ideology still is valid. It must 
meet the challenge of fascism and communism that capitalism 
democratically regulated canot provide a decent standard 
for more than a few, and a diminishing few at that. Because 
it is impossible to return to the economy of Colonial times 
we must reconcile, on the one hand, large-scale organization 
for production and distribution of goods and services with 
individual opportunities for the many on the other. We 
must see that every deserving man can assemble a stake for 
himself in the circumstance in which he lives. Nothing else 
can provide a stable foundation for democracy. 

To keep popular government a success in an environ- 
ment far removed from the habitat in which it was born 
calls for men with an appetite for the heroic. There is a 
job of pioneering to be done. 


Propaganda in the Modern World 


By DOROTHY THOMPSON (Mrs. Sinclair Lewis) 
Delivered at the New York Herald Tribune Forum on Current Problems, October 18, 1935 


N the early part of the sixteenth century an Italian dip- 
lomat who had served the Florentine Republic with 
some distinction was ousted from office by the return 

of the Medicis. He retired to a modest farm and there 
wrote a little book on the technique of dictatorship, on the 
fine art of subjecting peoples, which after 400 years is so 
fresh, so cynical and so wise that every modern dictato1 
openly acknowledges his debt to it. The modern French 
edition has a grateful preface by Mussolini, and Mr. Hitler 
quotes it copiously. 

There was, indeed, very little about the art of govern- 
ment that Nicolo Machiavelli did not know 400 years ago. 
In fact, I can think of only one force in public life which 
modern statesmen know more about than Machiavelli did, 
because that force is peculiarly a product of the modern age. 
Machiavelli had never had the advantage of meeting any 
one just like one of our distinguished speakers this afternooon, 
Mr. Bernays. 

He had never even heard of a counselor on public re- 
lations. He lived before the great age of advertising and 
high-pressure salesmanship. And so, although he knew all 
about subjecting people by terror, by dividing the opposition 
and by controlling armed forces, he knew far less than his 
modern followers about subjecting people by propaganda. 

Now, of course, there has always been propaganda since 
the first man tried to persuade another and thus influence his 
opinion and his conduct. A propaganda campaign is laid 
down by St. Paul in the Gospels, and the actual word 
“nropaganda” was coined, I believe, in connection with the 
missionary activities of the College of Cardinals. This was 
the propaganda of believers who sought to convert other be- 
lievers. It was sincere, but it was not subtle. It is only in 
modern times, as far as I have been able to find out, that 
there has been a science of influencing mass opinion. The 


“publicity expert” is a very recent profession. 

I am speaking this afternoon on government and propa- 
ganda, but I should like to point out, at the outset, that the 
modern propaganda technique is a business invention which 
governments have taken over. The science is an outgrowth 
of modern industry, mass production and mass consumption. 
It began with simple commercial advertising. The producer 
had something to sell and he bought space in publications or on 
billboards or he himself printed leaflets setting forth the mer- 
its of his goods. We are not concerned here with the veracity 
of his claims. He was frankly an advertiser and not very con- 
scious of the subtelties of human psychology. But gradually it 
became apparent that this sort of advertising was limited in 
getting results. It could appeal, in competition with other ap- 
peals, to an already established demand. There are always 
things that everybody uses, soap for instance. But there are 
other demands that needed to be created. They did not exist; 
they had to be brought into existence. 

I think right away of one group of products—cosmetics. 
There was not, twenty years ago, any spontaneous cry going 


_up from the women of the world for cleansing creams, tissue 
: Creams, nourishing creams, vanishing creams, astringents and 


face powders of half a dozen shades. Soap and water and 


!a little rice powder had sufficed women for generations. In 
: the launching of cosmetics it was necessary therefore to create 
‘a mass demand, and this was done by appeals of the greatest 


psychological subtlety to two universal human emotions, 
vanity and fear. Women were asked to regard themselves 
carefully in their mirrors. Were they satisfied with what 
they saw? Alas, they were not. If they were not satisfied, 
what was wrong? Lines! Faded skin! All the signs of 
decaying youth! Were their husbands turning cold? Alas, 
yes, they were. What was the reason? Could any one love 
an aging face? Was not the Queen of Ruritania beautiful ? 








Dorothy Thompson 








67 









Had not men shot themselves and each other, maddened 
by the beauty of Lady Backwoods? What was the secret? 
A simple little process—morning and evening—six jars and 
two bottles. 

Well, we know it all, and all of us have been influenced. 
A great industry has grown up around and in cosmetics. 
Hundreds of thovsands of persons are employed, millions of 
dollars are invested and spent. On the whole, the social 
results are admirable. Women have been made more anx- 
ious and more critical of their appearance. They look 
younger and handsomer than their grandmothers did. But 
there is a phase of this technique of selling which is impor- 
tant to all modern propaganda. 

The price which one pays tends to become divorced from 
the value of the actual product. Women pay from 10 to 
50 cents for a cake of soap, with the objective of making 
themselves clean, but they pay 50 cents to $5 for a jar of 
cream with the objective of making themselves beautiful. The 
cost of the actual product is secondary because women are 
not buying the actual product. They are buying the prom- 
ise, and the promise is youth, and beauty, and love. The 
cosmetic manufacturers are not selling lanoline and witch 
hazel, they are selling hope. And the perfumers are not 
selling a pleasant smell, they are selling allure. And the 
reason they are selling these things instead of their products 
is that women are willing to pay more for hope and allure 
than for lanoline and witch hazel. 

I have no particular objection to this. I pay, too, and 
gladly—for encouragement. And I have merely taken cos- 
metics as an illustration. Any other product would do. We 
no longer buy oranges, we buy vitality; we do not buy just 
automobiles, we buy prestige; we do not buy stockings, we 
buy Marlene Dietrich’s legs. We do not buy hair bleach, 
but a Nordic complex, and instead of a cigarette we pur- 
chase a new lease on life. And my little boy does not eat 
his breakfast food because his mother thinks it is particularly 
good for him, but because his favorite radio hero assures 
him it is essential for fighting cannibals. 

Now, commercial advertising operates in a competitive 
world and thus differs fundamentally from some forms of 
government propaganda. But governments are taking over 
the technique; the science of creating demands is no longer 
confined to selling goods, but it is being used by parties and 
by governments as a means of selling personalities, leadership 
and ideas. Business discovered that it was better to sell, 
not the product itself, but some abstract ideal that could be 
associated with the product in the public mind. And gov- 
ernments copied business. 

This first became apparent during the World War 
when governments for the first time adopted the whole sys- 
tem and the publicity experts of all countries were put at the 
disposal of governments. The great war was the greatest 
piece of salesmanship in history. For the first time in the 
history of the world the total propaganda resources of nearly 
every nation were mobilized—under single executives and 
turned loose on the population. And like the sellers of cos- 


metics who do not advertise lanoline but advertise youth, 
the war propagandists did not sell war, but they sold hero- 
ism, sacrifice, home, culture, democracy, justice and God. 
The World War introduced a propaganda department 
into nearly every government, and nearly every government 
has retained it ever since. 


Even in the democratic countries, 











we live in the age of the hand-out. In Washington, for 
instance, there is a press agent in one guise or another at- 
tached to practically every department; the amount of mime- 
ographed material passed out daily to the gentlemen of the 
press is of itself sufficient to demand a reforestation program. 
The independent reporter is less and less necessary as a means 
of filling the newspaper columns with well organized and 
plausible material. 

Then along came the dictatorships. They went a long 
step further than business by making government propaganda 
non-competitive. In Italy, Germany and Russia, where a 
single party rules without opposition, the man who controls 
the press, the radio and the films is second or third in power 
to the dictator himself. For all dictatorships, although they 
rest their power in the last analysis on force, prefer to wield 
it by consent, and the propaganda power is the means of 
securing that consent. 

Now, it is very interesting to observe the propaganda 
technique with which these governments carry the masses 
with them. These countries return to the Church’s con- 
ception of propaganda, but back it up by modern publicity 
science. They sell their brand of Truth as manufacturers 
sell goods. They do not use their immense resources of 
radio, film and press primarily to justify their actual policies 
or the results of these policies; they sell the people Hope, 
Faith and a Future. 

The Soviet government, for instance, does not ask its 
people to test its policies by the standards of living and cul- 
ture of the average Russian citizen, but holds before their 
eyes a millennial future, when every one will be happy, care- 
free, provided with all he wants, and endowed with a nature 
from which all traces of greed and competition have miracu- 
lously disappeared. The German government holds up to 
its people the ideal of the Great Race. It is of no importance 
that the most expert anthropologists have estimated that even 
with universal collaboration it would take about 2,000 years 
to breed such a race, at which time it would probably begin 
te decay through incest; the ideal serves to deflect attention 
from the price which living Germans are asked to pay. And 
Italian Fascism is less concerned with the happiness of living 
Italians than with the gallant effort to make ancient Romans 
of them all. 

Dictatorships have assaulted many theories of democ- 
racy, but at no point is the dictatorship in sharper opposition 
to our ideas than in the matter of what is due to public 
opinion. The use to which numerous governments are put- 
ting the radio, the press and the films—to name the three 
most powerful agencies for reaching the public—challenges 
the basis of popular government in a fundmental way. It 
is for instance, giving a completely new character to the idea 
of “government by consent.” 

When the Declaration of Independence set forth its 
famous Bill of Rights, and then said that “to secure these 
rights governments are instituted amongst men, deriving 
their just powers from the consent of the governed,” it pre- 
sumed that that consent would rest upon an informed public 
opinion, which Lord Bryce declared to be the crucial test 
of a nation’s fitness for self-government. 

The political philosophy which lies behind the idea of 
a free press is the belief in individual man, in his competence 
to employ reason, to make his bed and lie in it. It is a theory 
of democracy that men are fitted to exercise choice between 
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contending programs and that, indeed, the possibility to ex- 
ercise choice is a definition of freedom. It followed that 
the best government would be made by those people who 
had the most knowledge, access to the largest number of facts. 
It was the ideal—though not always the practice—of new or- 
gans, to set forth in their news columns at least, all the 
obtainable facts regardless of what purpose they might serve. 

Now, no one will claim that this ideal was ever com- 
pletely realized, but it existed, and in democratic countries, 
for instance in our own, it still exists, passionately held to by 
hundreds of professors, editors, copy writers and reporters. 
Despite the propaganda all about us, there is still a news 
ethic whose whole creed is that the fact, and only the fact, 
is holy. 

But this attitude is challenged in all the dictatorships 
who now govern so much of the world. These countries 
are not tyrannies in any ancient sense of the word. They 
all seek the support of the masses, and win it, too, and can 
make a legitimate claim that their governments rest upon 
the consent of the governed. What they reject is the idea 
that this consent must derive from a thoroughly informed 
public opinion. They do not believe that happiness and free- 
dom are to be found in knowledge and choice, but in the 
acceptance of the proper belief, the myth best suited to the 
tradition and temperament of the people, or, in Russia, the 
dogma which they believe to be in closest harmony with 
inevitable historical development. 

For these governments and their philosophers, truth 
is not something which every individual must seek for him- 
self, and go on seeking continually, aided by reason and 
supported by knowledge. Truth for them is something 
revealed, something definitely and finally established, with 
which every individual must be brought into harmony. They, 
therefore, frankly suppress all news that does not serve their 
ends. Truth in Russia is a Communist monopoly; truth in 
Germany is a Nazi monopoly; truth in Italy is a Fascist 
monopoly. And in all these countries the state really occu- 
pies the position of a holy office, and deflection from fixed 
principles is not merely treason—is is heresy. 

It is this particular use of government propaganda which 
is new in the modern western world. Governments will 
and must justify their policies by advertising them. This is 


not the same thing as claiming for them divine rights and 
shutting off all criticism. Under these new theocratic bodies 
we are seeing the emergence in the world of tribal masses, 
held together by continual propaganda in a fanatical faith 
to unproved ideas, which are finally accepted with religious 
intensity. 

In other words, propaganda as an instrument of gov- 
ernment is being restored to its original missionary meaning, 
while it is being instrumented with the technique which de- 
veloped out of business competition. No borders can confine 
the propagation of myths and beliefs when they are under- 
taken on such a scale. Sooner or later it is inevitable that 


they should come into conflict with each other, and perhaps 
with us. 


In his speech before the League of Nations last month, 
Sir Samuel Hoare significantly pointed out that in countries 
where public opinion is completely controlled the enthusiasm 


of people for any project is no test whatever of its wisdom 
or justice. 


But it is, of course, not proved that the masses of people 
are happier in an age of reason than they are in an age of 
faith. It is certainly not provable that it is more comfort- 
able to think for one’s self than to dutifully accept ready- 
made principles. We have been living in an age of science 
—that is to say, in an age of skepticism—because the basis 
of the scientific attitude is to believe nothing until it is 
proved, and even then be ready to modify one’s conclusions. 
But perhaps the next epoch in history will be another age 
in which intellect will sacrifice itself to belief. There are 
hundreds of signs in the world that such a change is at hand. 
Whether one will welcome it or not depends upon the sort 
of person one is. It is a highly personal matter. 


But as for me, I do not believe that the glory of the 
human spirit is its piety, its docility, its blind obedience, its 
sacrificial faith. I happen to believe that almost all of our 
achievements are the product of a certain sort of mind— 
the independent, inquiring mind. My own hope is that 
even if the rest of the nations of the world are all saying 
“Yes, Lord!” the Americans will still be saying “Yeah?” 

As long as they do we shall not be completely governed 
by propaganda. 


Stock Market Controls 


By CHARLES R. GAY, President N. Y. Stock Exchange 


Delivered at a Conference of the American Management Association, October 9, 1935 at New York 


I is a great privilege to address this Association which 
| is so deeply dedicated to the sound management of 

corporate affairs. But right here let me apologize to 
the program committee for the liberties which I shall take 
with the subject that has been assigned to me. By your 
leave I shall discuss the subject more broadly than possibly 
was contemplated by your committee. 

The large industrial corporations in many cases, we 
know, have come through the depression with enormous cash 
holdings and with large aggregate holdings of marketable 
securities and it is entirely possible that their investments in 
securities will increase still further, assuming that confidence 


in the general market position should improve more rapidly 
than will the demand for working capital. This, as you 
know, often happens. It is for this reason that corporate 
management is so vitally concerned, from the balance sheet 
viewpoint, with those evidences of debt and of ownership 
which constitute the stock in trade of the security markets. 
You have a right to know what attitude the New York 
Stock Exchange takes towards its business because its busi- 
ness, in a very real sense, is your business. I shall attempt 
to define our attitude frankly, but with no thought of pro- 
voking controversy. 


If well managed corporations were the only investors, 
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and if a reasonable income and safety of principal were the 
dominant considerations impelling such investments, stock 
market prices would doubtless be shrewdly geared to actual 
values, and there would be no “problem” such as I am in- 
vited to discuss this evening. The problem arises from the 
fact that the principal participant in the stock market is “the 
public’—a Gargantuan entity, often maladroit, given to ex- 
tremes of gloom and of optimism, myriad minded, unorgan- 
ized, financially powerful beyond all estimate, and having 
no fiscal or fiduciary responsibility comparable to the obliga- 
tions which rest upon the managers of corporate funds. It 
is the presence of this second party which gives the stock 
market such profound importance to the corporate investor. 

I would not have you believe for a moment that the 
Stock Exchange deplores the fact that it must deal with the 
composite being known as the public. ‘The amazing dif- 
fusion of wealth in this country has necessarily taken the 
form of wide ownership of corporate securities. The Stock 
Exchange cannot forget that its basic function, its very reason 
for existence, is to provide a market place for those securities. 
Without hesitation I make the assertion that the stock ex- 
changes, by maintaining a swift and accurate market, have 
made an incalculably valuable contribution to the growth 
of the nation’s wealth. Try to conceive of the progress 
of the automobile industry if the development of rubber 
tires had failed to keep pace with the development of the 
gasoline engine. Then try to conceive of the progress of 
general business and industry, striving in vain to use such 
high-speed tools as the telephone and telegraph, wireless, 
the automobile and the airplane, if the movement of capital 
had remained in the “ox-cart” stage. 

Our great client is the public and our responsibility 
is to the public. The public provides the nation’s grow- 
ing fund of capital. In return, it is entitled to a market 
place which, it is true, will never be free of the basic haz- 
ards of modern business life, but which can and should be 
increasingly free from those dangers peculiar to markets 
which deal in intangibles and in money. The uncertainties 
of the business situation may be said to be extraneous, and 
with these the stock market should have no concern save 
to mirror them faithfully. On the other hand, the applica- 
tion of money and credit to security prices is a functional 
affair, carrying perils in itself, and with these we of the 
Stock Exchange are deeply concerned. 

To put it bluntly, the Exchange is concerned with 
inflation. I shall not attempt to add one more definition 
of the word “inflation” to those already in existence, for in 
the case of securities, if in no other case, we do not need 
a definition to recognize the fact, or the likelihood of the 
fact. Inflation in the stock market occurs when prices ad- 
vance to a level at which they lose all reasonable relation- 
ship to fundamental values. In all modern instances, this 
condition has been accompanied by the extravagant use of 
bank credit. Credit used directly in carrying securities 
during inflationary periods can only be liquidated in the 
long run, without loss to borrowers, to the extent that cor- 
porations do actually provide the increased earnings which 
serve as a basis of quoted values. Otherwise, we may have 
a crash in prices, brought on by the realization that the 
expansion of credit has outrun the expansion of business 
profits. 


Inflation, then, as far as the stock market is concerned, 


is a distortion of values, bringing in its train heavy losses 
to the individual investor and a shock to business. 1 do 
not concede for a moment that the rise and collapse of a 
speculative boom is the cause of business depression. The 
principal causes are to be found in conditions over which 
the Stock Exchange has little influence or control. How- 
ever, a smash in stock market prices, following an exag- 
gerated speculation, might be a calamity in its own right. 

Need I say to this audience that the New York Stock 
Exchange, insofar as it is concerned with security prices at 
all, would prefer that those prices correspond as closely as 
may be with actual and potential values? The same en- 
lightened self-interest which impels a corporation executive 
to prefer a steady and orderly process of trade to alternating 
periods of dizzy profits and crimson deficits dictates to the 
Exchange that its true welfare is to be found in the avoid- 
ance both of towering “tops” and drastically depressed 
“bottoms.” 

I am not predicting that stock prices will become in- 
flated. I recognize, however, that the stock market provides 
an inviting field where this might occur, largely because of 
that ready marketability which under normal conditions, as 
I said before, is such a benefit to business. Here we can 
have inflation in an insidiously pleasant form, under the 
guise of visible, day-by-day “profits.” Further, the marketa- 
bility factor provides a ready exit at that undefinable moment 
when, in the popular view, it will become expedient, for 
one reason or another, to transfer capital to some other 
medium than stocks. Like a thin spot in a tire casing, the 
stock market might conceivably become inflated the more, 
because of the inflexibility of other parts of the structure to 
which inflationary pressure is applied. 

I would like to say here, parenthetically, that one thin 
spot in our tire casing is caused by the unscientific income 
tax imposed on capital gains. Innumerable instances have 
come to my attention where investors have been deterred 
from selling securities and taking their profits because of 
their reluctance to incur so large an income tax liability. 
Thus, at a time when the number of buyers is unduly 
stimulated, the number of those who would naturally be 
sellers is artificially restricted. Surtaxes upon capital gains 
and trading profits are a potent secondary cause of stock 
market inflation, leading inevitably to ensuing stock market 
depression. 

The principal danger, however, lies entirely outside of 
the mechanism of the Stock Exchange. It is to be found in 
the banking situation, which is characterized by unprece- 
dently low money rates and by the greatest surplus reserves 
ever recorded. The ineffectiveness of these rates and these 
reserves is eloquent testimony to the state of shattered con- 
fidence and of subnormal business activity through which 
we have been passing. Given a sufficient degree of con- 
fidence, or perhaps of desperation, or even of reckless bore- 
dom over the prolonged idleness of money, a situation could 
develop which would threaten the gravest consequences 
through an upward flight of security prices. With business 
today at a far lower level than in 1929, it is unpleasant to 
contemplate the consequences of a runaway stock market 
inflation. In this early stage of economic convalescence the 
country cannot afford to permit a dangerous inflation in 
security prices, from whatever cause it may arise. 

As yet, so far as I can see, we have no evidences of 
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any inflation in stocks due to the over use of credit. And, 
mind you, I am not attempting to pass judgment on present 
market prices. From a peak of $8,549,000,000 in 1929, 
New York Stock Exchange member borrowings on collateral 
declined to $242,000,000 in 1932, a fall of 97.2%. Since 
1932 they have increased only $530,000,000, while the total 
value of all stocks and bonds listed on the New York Stock 
Exchange has advanced from $50,469,000,000 to $78,862,- 
000,000. 

Let me say, in passing, that I consider this liquidation 
of brokers’ loans one of the most amazing feats in financial 
history. It is evidence that our financial markets do provide 
the facility whereby cash may be obtained at any time. 
Though the record was one of continually declining prices 
there must have been numberless cases where illiquid hold- 
ings of property were conserved through this ability to secure 
cash. 

Going back to the delicate subject of inflation, we know 
that money has not been finding its way into the stock mar- 
ket over the roundabout route of commercial loans. From 
their low level of $4,551,000,000 in March, 1933, these 
loans as reported weekly by member banks increased only 
to $4,765,000,000 in October, 1934, but since then have 
actually declined to a lower level than in March, 1933. 
Meantime, the Federal Reserve Board’s index of industrial 
activity has moved up from 59 in March, 1933, to about 
86 in July, 1935. Thus, we have had a substantial increase 
in industrial production, and also in prices, accompanied by 
a positive decrease in commercial credit, measured by the 
weekly bank figures. There has been no surplus commercial 
borrowing for employment in the stock market. 

Nor has money been made available for carrying se- 
curities through the medium of public financing of corpora- 
tions, as was the case to a considerable degree during the 
late boom years. Corporate financing has expanded to a 
marked extent this year, but the funds thus provided, at low 
interest rates, have been used almost entirely to retire, out- 
standing high-interest debt. 

The position today is entirely sound, from the stand- 
point of credit directly employed in the security markets. 
It should be kept so. I am not an alarmist, but we should 
not close our eyes to the inflammability of the material we 
are dealing with and to the fact that inflation if it should 
once get started, might sweep through the markets as a 
fire sweeps through a city of wooden houses. 

It is advisable, therefore, that we take stock of our 
financial fire-fighting apparatus and of the system of inspec- 
tion and of policing which is relied upon to keep a con- 
flagration from getting started. 

The present state of low money rates and of swollen 
bank reserves has resulted in part from the low level of 
business, and to that extent is beyond anybody’s control, 
and in part from the policies of the Government. It is not 
my purpose to discuss these policies here except insofar as 
they affect the securities market. 

Mechanism designed to prevent an outburst of in- 
flation has been set up in certain laws passed in recent 
sessions of Congress. Suppose we look at them for a mo- 
ment, and try to make some estimate of their effectiveness, 
and possibly some suggestions for their improvement. 

The Banking Act of 1933 authorized the Federal Re- 
serve Board to establish limits, represented by a percentage 


of capital and surplus upon the amount which member 
banks in the various districts may lend against stock or bond 
collateral. Here we have a method of control over the 
financing of security dealings which, in theory at least, is 
limitless in its power. In similar vein is the provision, in 
the Act of 1935, that the Board under certain conditions 
may increase the reserve requirements of member banks, the 
maximum increase being 100 per cent. of the present figure. 
At present the member banks hold more than $5,000,000,000 
in reserve balances at the Federal Reserve, of which more 
than $2,500,000,000 represent surplus above legal require- 
ments. A doubling of those requirements, therefore, would 
approximately wipe out the present surplus. Or, the sale 
of the existing holdings of Government securities of the 
Federal Reserve Banks would accomplish the same end. 


Under the Banking Act of 1935, the Secretary of the 
Treasury and the Comptroller of the Currency have been 
dropped from ex-officio membership on the Federal Reserve 
Board. To the extent that these officials may have repre- 
sented the Treasury viewpoint, and may have unduly in- 
fluenced the Board in favor of easy money policies, this 
change in the law would tend, as it was designed to do, to 
enhance the independence of the Board and bring its policy 
into line with the stated purpose of the law, which is to 
administer the banking system for the accommodation of 
commerce, industry, and agriculture—not security dealings, 
and not the Treasury. 


The new banking law provides for the appointment of 
seven members of the Federal Reserve Board. We are thus 
brought face to face with the question of long term policy 
and personnel. In view of the extraordinary discretionary 
powers conferred upon the Federal Reserve Board, it is 
important that its members be men of wide business experi- 
ence and unquestioned ability and integrity—strong, fear- 
less, independent men. When they enter the Board they 
will have to say a long farewell to whatever political ambi- 
tions they may have cherished, for if they do their duty 
they are likely to incur the cordial enmity of large sections 
of the public. 


In what I have just said I have intended no reference 
whatever to the present members of the Board. I am mak- 
ing no attempt to judge their qualifications under the new 
system. The probability exists, however, that changes in 
membership will occur after February 1, 1936, and I am 
merely emphasizing the fact that a crucial point will be 
reached at that time in shaping our future banking policies. 
Congress has set up what will be, in effect, a “Supreme 
Court” of the nation’s finances. The need of a high type 
of ability is obvious. 

As originally drafted, the 1935 law provided a pension 
for Board members upon their retirement. This provision 
was dropped in the final enactment. It seems to me that 
it should be restored at the earliest possible moment, and 
that the pension should be the equivalent of the salary paid, 
if the incumbent served his full term. It is desirable that 
the Government guarantee independence of the Board by 
assuring the financial security of its members throughout 
their lifetime. 

In the Act of 1933 and in that of 1935, considerable 
additional powers are conferred upon the Board to regulate 
open market operations of the System. If these powers are 
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exercised in the direction of making it easy for the Treasury 
to borrow money, they obviously will make it difficult to 
avoid inflation. But if the Board should desire to stop an 
incipient inflation it could wield a powerful influence by 
requiring or inducing the Reserve Banks to liquidate such 
part of their $2,400,000,000 of Government securities as 
might be necessary to tighten up the money market. (I 
make no predictions as to how such an operation would 
work under existing conditions, but at all events it would 
represent an orthodox method of influencing money rates. ) 

The divorce of security affiliates from the banks has 
lessened the connection between banks and the security mar- 
ket. Other provisions of similar tenor could be cited in 
the banking laws, but I will not enumerate them. Only 
one need be mentioned. It is that remarkable law which 
gives the Reserve Board authority to vary the requirements 
for brokers’ margins against customers’ accounts. No change 
has been made in these requirements, and many may have 
forgotten that the power exists. But it is there, and can 
be called to the public’s attention at need with unmistakable 
emphasis. 

The statutes which I have discussed constitute, as a 
group, the fire-fighting apparatus, designed to quench a blaze 
when it starts or to combat it after it gets under way. We 
have, in addition, a policeman whose business it is to watch 
out for pyromaniacs and see that no careless person throws 
a lighted match into the excelsior. This policeman is the 
Securities and Exchange Commission—SEC for short. 

The mechanisms which I have just described, when 
brought under a single focus, will be seen to provide, at 
least on paper, a comprehensive scheme for achieving the 
ideal of maintaining at all times a reasonable relationship 
between market prices and intrinsic values. This might 
well be the ideal of the organized Exchanges. However, I 
rust emphasize that our main business is to maintain a free 
and open, continuing market in which securities, at some 
price, can be sold. Basically, therefore, the Exchange is in 







harmony with the aims which these laws postulate, though 
we have questioned in the past, and may question in the 
future, whether the methods chosen are those best adapted 
to attain the end. 

There will arise in the mind of every practical and 
experienced person, however, the question, how well will 
this system work? Will it, perhaps, break down in the 
hurly-burly of actual practice? None of us can have for- 
gotten that the Federal Reserve System erected in 1911, 
as the embodiment of the best banking thought and experi- 
ence in the world, did not check the great inflation which 
culminated in 1929, until the credit structure had become 
gravely distorted. 

The control of the money market in the future is not 
merely a matter of Federal Reserve policy. The Treasury 
Department with its immense stabilization fund is also an 
important money factor. 

What I wish to emphasize today is that when the stock 
exchanges have done all that they can, when the member 
banks of the Federal Reserve System have done all that 
they can, when the Securities and Exchange Commission has 
done all that it can, there still remains this immense outside 
factor, an abnormal money market with a gigantic volume 
of excess reserves, the control of which is not in their hands. 
Only sound Federal Reserve Bank policy and sound Treas- 
ury policy can control that. Unless this factor is properly 
controlled, there may be again in the future a wild and 
runaway stock market culminating in a crash as violent and 
as dangerous as that of 1929. 

I repeat that I am not an alarmist. I hope you have 
not concluded from what I have said that I am. I have no 
illusions whatever on this subject, which I have tried to 
discuss realistically. My earnest wish is that through in- 
telligent use of equipment which we have and by keeping 
our sense of proportion, we may be spared another season 
of madness. 

I thank you. 


The Boom of 1936 


By MAJOR L. L. B. ANGAS, Economist 


At National Sales Executives Convention. 


Mr. Chairman and Gentlemen: 
PROPOSE to talk to you today about the industrial 
and stock market boom which I personally envisage 
next year. 

Booms and slumps have definite causes mainly of a 
monetary and psychological nature; and these I have ana- 
lyzed in considerable detail in my various pamphlets on the 
American situation. 

Broadly speaking, industrial prosperity depends on the 
extent to which the public spend money in the shops ;— and 
the extent to which they actually spend money depends on 
the amount of money in existence and on the willingness 
of the owners to part with it. 

Obviously, deflation reduces the amount of money in 
existence, and a reflation or inflation increases it. And since 
80% of the money used in America is bank money, bank 
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credit inflation is almost as important as note inflation. 


Changes in the quantity of money are not, however, 
the only factor at issue in causing slumps and booms. Will- 
ingness to spend, as well as ability to spend, must also be 
considered. 


In this respect it must be noted that although there 
may be a large amount of money in existence, it may have 
passed into the hands of people who are nervous and who 
consequently desire to remain liquid; and who will, there- 
fore, not circulate their money as fast as usual; so that other 
people go without incomes; and the general intensity of trade 
is reduced. 

This is the way in which fear manifests itself as a pow- 
erful determining factor in industrial prosperity. 

Unemployment, in fact, can come about through fear. 
Fear, therefore, deserves a few moments of analysis. 





The actual effect of fear upon Trade can be measured 
statistically. 

There is today in America just about the same amount 
of bank money and legal tender money as in the 1929 boom. 
Its speed of turnover, however, has fallen from an index 
figure of around 40 in 1929 to below 25 at the present 
moment. 

In 1929 there was, I admit, abnormally high velocity, 
but even in the earlier 1920’s average velocity was higher 
than 35 turnovers a year. Now it is down to under 25. 
People in general are not, in fact, spending the money in 
existence as fast as usual. Some are hoarding it, and thus 
depriving others of what might be regarded as their normal 
monetary incomes. 

A change in general sentiment, however, might cause 
velocity to return to normal, i.e. to rise from 25 towards 35, 
thus causing a 50% increase in the volume of trade. 

This is what I shortly envisage in America; and is the 
factor on which I largely base my forecast for a boom. 

The point is this. 

The Washington Government has by its various mone- 
tary policies already reflated bank credit and other forms of 
money until it now approximately equals the amount in issue 
in 1929. ‘Trade, however, is 40% smaller than in 1929, 
because of the decline in monetary velocity. 

Let us, therefore, glance for a few moments at the 
factors which determine velocity. 

Broadly speaking, there are three groups of people who 
hold the immediately spendable money, in existence at any 
given moment, namely: 

Businesses, 
Consumers and 
Savers. 

Businesses will only spend their money if they expect a 
profit from doing so. Indeed, the expectation of a money 
profit is the dominating influence on business activity in so 
far as it is initiated by business men themselves——And I 
might here emphasize that a Government which frightens 
business men concerning the security of their profits is obvi- 
ously doing a dis-service to the nation. 

Industrial activity, however, is not determined entirely 
by the enterprise of business men. 

The consumer also holds one of the keys to the situation. 

If consumers will not spend at the shops, the shops will 
not give replacement orders to producers; producers will cease 
to pay out incomes to consumers, and consumers will not be 
able to buy goods from the shops. 

What, then, can cause this vicious circle of consumers 
ceasing to buy at the normal speed, thus checking the circuit 
flow of money through industry? 

The answer is, either: 

i. Nervousness, caused by doubt as to the security of 
their own future incomes; or 


2. The expectation of lawer prices. 


Nervousness can obviously cause consumers to postpone 
their purchases. They may also postpone purchases if they 
expect prices to fall. 

But as everyone knows, the confidence of consumers 
about the security of their incomes is largely determined by 
the business policy of their employers, which in its turn is 
largely governed by their expectation of monetary profit; 
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and here it is that the monetary factor so largely enters into 
our problem. 

If bank reserves are strained and bankers are raising 
the price of loan-money, middlemen become nervous about 
the monetary situation and tend to let inventories run off. 
Fewer orders are given by them to producers and fewer in- 
comes are paid out to the public—directly because of the 
change in inventory policy on the part of the middlemen— 
indirectly because of the strained banking position, tight 
money and the fear of credit deflation. 

On the other hand, if money is easy and there is no ex- 
pectation of loans being suddenly called in, middlemen are 
more inclined to be optimistic than pessimistic. Therefore, 
as soon as they effect a given number of sales to consumers 
they probably give immediate replacement orders to pro- 
ducers; instead of, as in the opposite case, letting stocks 
run off, and hoarding the revenue recently received from the 
public. 

At the tail end of the recent boom, what happened was 
that the public were frightened about their jobs and there- 
fore tried to save up money. ‘The shops therefore sold less 
to the public and gave fewer replacement orders to produc- 
ers; and producers therefore paid out fewer incomes to the 
public. General industrial profits fell, and bankers called 
in loans because they were too nervous,—thereby adding 
cumulative downward momentum to the slump. 

The whole of that situation, however, has now been 
reversed. 

By artificial monetary methods, i.e. by getting the banks 
to subscribe to Government bonds, the proceeds being used 
for public works, the Government has caused the amount of 
bank credit money to be reflated by some 30% from the 
low levels touched in the slump. 

By paying out this money to contractors for public 
works, and to persons on relief, this money has gradually 
filtered into the shops and has taken goods off the shelves 
until at last middlemen are giving increased orders to manu- 
facturers pari passu with every increase in sales to consumers. 

The Government has either rightly or wrongly, turned 
the vicious circle of trade contraction into a virtuous circle 
of trade expansion. 

Middlemen are no longer afraid of holding stocks and 
are in many cases increasing their inventories. 

Consumers are no longer so afraid about their jobs; 
they are therefore more willing to spend income as soon as 
it is received. 

They are also in many cases regaining the courage to 
commence buying on the installment system, i.e. pledging 
future incomes about which they are no longer nervous for 
the sake of obtaining the immediate amenity of a motor car, 
wireless set, new linoleum, and so on. 

In fact, the quantity of money after having been arti- 
ficially restored to about the 1929 level is now causing an 
increase in confidence, and also in velocity. Credit inflation 
is now most obviously “catching’”—as I ventured to forecast 
that it would be in my pamphlet, “The Coming American 
Boom.” 

Theory, at last, is working in practice, as it always must, 
if the theory is sound. 

What I envisage for the future is broadly as follows: 

First of all, a further increase in activity in the con- 
sumers goods industries. 
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Secondly, a rapid increase in installment buying, lead- 
ing to further activity in the consumer goods industries. 

Then, when the consumer goods industries become fairly 
fully employed, a gradual increase in the activity of the 
capital goods industries engaged in the production of plant. 

The point is this. 

The heavy industries which produce plant are what 
might be called the employees of the consumer-goods in- 
dustries, and they only get a large volume of orders when the 
consumer goods industries are already prosperous. 

In other words, the capital goods industries can not be 
made prosperous unless the consumer goods industries are 
made prosperous first. 

The Capital goods industries are, however of two sorts: 

First: Those producing reproductive plant; and 

Secondly: The housing industries. 

Activity of the housing goods industries depends upon 
whether the public are rich enough to pay the rents required 
by speculative house builders, after the latter have arranged 
to pay the interest on the money required to produce the 
houses. 

Three factors are thus at issue: 

1. The income of the public; 

2. The rate of interest; and 

3. The cost of building. 

At present the rate of interest is low. The cost of 
building, however, is high; and incomes are not yet high 
enough to pay the rents required on newly produced houses. 

When, however, the consumer goods industries, and 
their employers, the plant industries, have become more ac- 
tive, national income itself will rise and the public will be 
rich enough to buy or rent more house space. 

Myself, however, I do not envisage a housing boom in 
this country until the plant-producing industries have made 
considerable further progress. 

House construction is certainly increasing at a rapid 
rate, measured percentagewise; but I personally expect hous- 
ing to lag behind capital construction. 

The consumer goods industries are, however, advancing 
at such a rapid rate that they will soon be giving increased 
orders to the heavy industries. 


The consumer goods industries will in fact borrow the 
hoarded savings of the public to finance the construction of 
more plants—so that hoarded savings will again enter into 
rapid circulation. When this happens, national income will 
rapidly revive and the public will be so prosperous that they 
will be able to pay the comparatively high rents which have to 
be asked by a2 speculative builder on a new house. 

When all these three great groups of industries; namely, 
consumption goods, heavy plant, and the housing industries 
are all prosperous; then if‘ nothing disastrous happens to 
agriculture I envisage for America a period of prosperity 
even greater than that of 1929. 

The rails will once more become fully employed. Na- 
tional income will rise by some 50%. Government rev- 
enue will grow without the scale of taxation being increased 
until the budget at last will show signs of balancing itself 
automatically. 

Money will remain abnormally cheap owing to the 
enormous excess reserves of the banks. Indeed, I only envis- 
age a dearer rate for money if the high speed spending of 
money which I have talked about, so strains the capacity of 
producers to producers that prices start rising abnormally 
and signs of dangerous price-inflation occur. 

Then, I agree, the Government in conjunction with the 
bankers will do their best, under the new Banking Act of 
1935, to check the inflationary boom ;—and one of the medi- 
ums used for this purpose may be a deliberate raising of 
money rates. 

This however, I think, will only happen when general 
business in America has returned to a level of prosperity 
approaching that which the country enjoyed in 1928. 

Confidence has already returned to this country; fear 
has declined; monetary velocity will increase. ‘The result 
will be an immediate boom: 

First: In consumer goods; 

Second: In plant and machinery; and 

Third: In the housing industries. 

America in fact has at last turned the corner, and even 
fears of elections and foreign wars, are unlikely to check the 
tidal wave of recovery and prosperity, the economic of which 
I have attempted to outline. 


The Processing ‘Tax and the Tariff 


By HON. HENRY A. WALLACE, Secretary of Agriculture 


Arranged by The Washington Star and broadcast over a nation-wide network of The National Broadcasting Company, 
Monday, October 14, 1935 


Mg } \HE suggestion has lately been made that because the 
United States has invested abroad foolishly, and be- 
cause she is unwilling to accept imports in sufficient 

quantities, it may be only a few years until she is again a 

debtor nation. 

The idea seems to be that the international bankers of 
Europe, by skillfully shifting their balances back and forth 
from one country to another in a comparatively few years 
will have outsmarted the Yankee traders and again reduced 
the United States to a position where she owes annually 
several hundred million dollars to the outside world. ‘The 


suggestion is that inasmuch as most Americans are unhappy 
when this country imports, therefore by one device or an- 


other, more or less unconsciously, we will sooner or later 
render valueless the majority of debts owed to us from abroad, 
and again bring the United States to a position as debtor 
nation. It is said that the people of the United States are 
happy only when this country owes more money to the out- 
side world than the outside world owes to us. It is such a 
situation which enables us to export to our heart’s content. 

For my own part, while I recognize much of truth in 
this analysis, I question whether any one at the present time 
can say with certainty what America’s final choice will be. 
True it is that during the past two years foreign nations have 
piled up in the United States such enormous quantities of 
liquid capital that they could easily cause us to appear some- 
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time in the not-distant future as though we were temporarily 
again in the position of a debtor nation. It is quite possible 
that Europe could use its liquid funds which were created 
by gold exports to this country to import temporarily large 
quantities of American exports. “Temporary cross-currents 
of this sort many obscure for several years the fundamentals 
as | described them a little over two years ago in the pam- 
phlet, “America Must Choose.” 

Another factor, operating in the opposite direction, which 
for the moment has obscured the fundamental necessity of 
America’s choosing, is the drought of 1934. So far as l 
know this was the worst drought the United States ever ex- 
perienced. ‘This drought reduced production of American 
grains by more than 2,000,000,000 bushels. No previous 
drought, in terms of bushels of grain, was half as destructive. 
It is small wonder that in 1935 agricultural exports were 
tremendously diminished. ‘The surprising thing is that there 
was not a greater volume of agricultural imports. From the 
standpoint of the consumer there really should have been. 
Nevertheless there was sufficient reduction in agricultural 
exports, and sufficient increase in imports, so that in the fis- 
cal year 1935 the value of commodities exported from the 
United States was practically in balance with the value of 
commodities imported into the United States, exclusive of 
gold and silver. 

From a long-time point of view it would, of course, 
be wise if the United States is to remain a creditor nation 
and is not continually to import destructive quantities of gold 
and silver for imports to exceed exports by several hundred 
million dollars annually. Many persons surveying import 
and export figures for 1935 and not having any clear-cut 
understanding of the long shadow left by the drought will 
hastily reach conclusions that the United States in 1935 was 
definitely beginning to act as a creditor nation must act. 
‘This is not yet the case. 

With anything like normal weather the American 
farmer, even with much more vigorous adjustment programs 
than any now in effect, can have such an abundance of cotton 
and foodstuffs as not only to take care of this country’s needs, 
but the needs of many others as well. In view of this fact, 
would it have been to the interest of the American farmer 
to further reduce foreign purchasing power for our exports 
by prohibiting imports? We knew that further reductions 
in imports would be unjust to consumers, and we believed 
they would work to the disadvantage of farmers. We had 
seen the effect of rising American tariff walls on America’s 
foreign sales of farm products. If we increased our tariff 
rates to block the entrance of foreign foodstuffs during the 
first months of 1935, there was the chance of a short-term 
advantage, but there was the certainty of a long-term loss. 

Barring out farm product imports in 1935 would have 
been of very temporary advantage to farmers. The result- 
ing rise in domestic prices would have hurt consumers, who 
would have responded by buying less of that product. 
Within a short period of time the price would have climbed 
back down under the pressure of consumer resentment, and 
the farmer would be back where he was. 

We have seen that sequence of events again and again. 
Every dairyman knows that when butter gets above a cer- 
tain price, consumers turn to margarine; live stock men know 
that when one meat gets relatively higher than another con- 
sumers turn to the meats still low in price. 


To say that raising tariff rates would be to the farmers’ 
long-term disadvantage is simply to point to the history of 
the past 15 years. It would be a profound tragedy for farm- 
ers to forget that history, to forget how repeated tariff in- 
creases injured their export market, perhaps beyond repair. 
I hope they will also remember that every time a farm tariff 
was raised three or four industrial commodities got higher 
rates, too. 

It is a matter of record that the emergency tariff of 
1921 on farm commodities exerted no influence on the 
course of farm prices in that depression year. Yet the fact 
that those rates had been put up, even though they were only 
operative on paper, in part accounts for the ease with which 
industry claimed and got increases in effective protection in 
the Fordney-McCumber act of 1922. ‘The making of the 
Hawley-Smoot tariff began in the guise of an effort to do 
something for agriculture. You will recall how rapidly the 
industrial interests in 1929 turned from helping agriculture 
to helping themselves. I suppose there never has been a tar- 
iff as effective as the Hawley-Smoot tariff was in inciting 
other countries to retaliatory measures that barred out 
American exports. 

The injury done the Nation as a whole, and agricul- 
ture in particular, by past tariff policy was, of course, 
instrumental in creating sentiment for the agricultural ad- 
justment act. The parity-price principle grew out of recog- 
nition that for years farmers had to sell in a world market, 
but buy in a protected domestic market. In other words, 
because the ordinary tariff failed to work for most farmers, 
it became necessary to devise a kind of tariff that would 
work for them. Hence the benefit payments derived from 
processing taxes; hence the mechanism by which American 
farmers receive, for the domestically consumed part of their 
production, the equivalent domestic price long enjoyed by 
industry. “The mechanism has worked well enough, at least, 
so that farmers now call the processing tax the farmers’ 
tariff. 

Agriculture was compelled to devise a mechanism of 
this sort because other and more powerful economic groups 
had perverted our tariff policy far from its original course. 
If you will dig back in history to the debates in the First 
Congress, when our first tariff measure was being framed, 
you will discover that the members of that Congress were 
much concerned with the effect protected industrial prices 
might have on agriculture. They agreed that they must at 
all costs so frame the tariff that it would not injure agricul- 
ture. 

Shortly before passage of the first tariff act Washington 
wrote to Lafayette that he “would not force the introduction 
of manufactures by extravagant encouragement and to the 
prejudice of agriculture,’ but he implied that it should be 
possible to foster manufactures without injuring farmers. 

Mr. Scott of Pennsylvania, representing the manufac- 
turing interests, clearly saw the danger of an unbalanced 
economy. 

“I think,” he said, “that if the landed interest is ruined 
by our regulation the ruin of the manufacturing interest 
must be a necessary consequence * * * * Agriculture is 
entitled to its proportion of encouragement, so also are manu- 
facturers and commerce, and for no more than that propor- 
tion do I contend.” 

In his famous “Report on Manufactures” in 1792, Ham- 
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ilton referred specifically to the problems of the prices farm- 
ers pay. He advanced the view that once industries were 
established in this country, prices of manufacured goods 
would fall. He said: 

“It is a reflection which may with propriety be indulged 
here, that this eventual diminution of the prices of manu- 
factured articles, which is the result of internal manufac- 
turing establishments, has a direct and very important 
tendency to benefit agriculture. It enables the farmer to 
procure, with a smaller quantity of his labor, the manufac- 
tured produce of which he stands in need, and consequently 
increases the value of his income and property.” 

During the first years of the new government the tar- 
iff was so low that it was hardly an issue. The general 
European wars of the Napoleonic period, however, disrupted 
world trade and led to a desire for self-sufficiency. Begin- 
ning in 1816 a series of higher tariffs sought to insure the 
home market to American producers by restricting imports 
from abroad. 

Ten years of this policy had its effect upon agriculture. 
Thomas Jefferson testified to it in a letter written a few 
months before his death, in which he cited the causes of his 
own farm bankruptcy. He explained his inability to retire 
his debts by the sale of farm produce as follows: 

“Had crops and prices for several years been such as to 
maintain a steady competition of substantial bidders at 
market, all would have been safe. But the long succession 
of years of stunted crops, of reduced prices, the general pros- 
tration of the farming business, under levies for the support 
of manufacturers, etc., with the calamitous fluctuations of 
value in our paper medium, have kept agriculture in a state 
of abject depression, which has peopled the Western States 
by silently breaking up those on the Atlantic and glutted the 
land market, while it drew off its bidders. In such a state 
of things, property has lost its character of being a resource 
for debts.” 

Two years after this letter was written, tariff rates 
were raised again by what farmers called “the tariff of abomi- 
nation”. It was increasingly clear that the balance between 
agriculture and industry which the founding fathers had 
established as a test of the propriety of tariff legislation had 
been destroyed. ‘ihe South Carolina ordinance of nulifi- 
cation of 1832 expressed the extreme view of the farmers 
when it declared that this tariff was far beyond the powers 
of Congress as to jeopardize the basis of the Federal Union. 

A retreat was in order. The compromise tariff act of 
1833 provided a step-by-step reduction of tariff rates which, 
while allowing time for readjustment, exerted a continuous 
leveling influence for the next 10 years. 

There are many striking parallels between the period 
following the Napoleonic Wars and the period following 
the World War, but there are also some reasons why the 
solution of 1833 could not be the solution of 1933. In 1833, 
high tariffs were a matter of less than 15 years’ standing 
and applied to relatively few commodities. Moreover, the 
high tariff interests were not very firmly entrenched, and 
the social readjustments required by flat rate reductions of 
the tariff were not so serious. 

The situation in 1933 was different. In 1933, tariffs 
had been ingrained into the social and economic system of 
the United States for 75 years. To correct the unbalance 
between agriculture and industry by lowering industrial 








prices to agriculture’s world price level was not even seri- 
ously suggested in 1933. The alternative was to move farm 
prices in the direction of parity with industrial prices. 

This historical background, to my mind, lends particu- 
lar support to the analogy between processing taxes and the 
tariff. In framing the AAA we were quite definitely 
attempting to do for agricultural prices what a moderate 
tariff, if effective, would have done. 

The analogy holds even though the processing tax con- 
tains a ceiling for the protection of the consumer, which the 
tariff lacks. The analogy holds even though the processing 
tax has been effective, as many agricultural schedules of the 
Hawley-Smoot act have not. 

The processing tax affects nine commodities. The tariff 
now in operation taxes over 3,000 commodities. Yet I 
doubt if the tariff on these 3,000 items benefits many more 
persons than the processing tax on only nine items. There 
are more than 3,000,000 contract signers under the AAA 
‘and slightly more than 5,000,000 wage earners in tariff- 
protected industries. When you consider that the tariff 
protection for many of these industrial products is either in- 
complete or ineffective, the total number of wage earners 
benefited must be much less than 5,000,000. 

The analogy between the tariff and the processing tax 
is, as I have said, reasonably exact. Nevertheless, both de- 
vices are full of peril, and it would be foolish not to say so. 

The tariff device started out mildly enough, as we have 
seen, and so long as the groups using it did not overplay their 
hand the interest of the whole was not injured. The infant- 
industry argument appealed to most people as sound, and 
in the national interest. 

For the past 75 years the high-tariff groups have had 
things pretty much their own way. Whether or not a ma- 
jority of the people actually benefited by this special privi- 
ledge, a majority of the people believed they benefited by 
it. As this special privilege has become a firmly entrenched 
vested right, however, grown hoary with age and respecta- 
bility, the high-tariff groups have again and again overplayed 
their hand. Behind the tariff barricades they have failed to 
lower prices to the extent Hamilton predicted they would 
in his “Report on Manufactures.” They have increased 
production without providing for a corresponding increase 
in purchasing power, and for lack of purchasing power at 
home they have demanded ever higher barriers against com- 
petitive imports, while at the same time they have demanded 
governmental assistance in subsidizing the export of their al- 
ready subsidized production. 

Now it is difficult to make a successful frontal attack 
on a structure that has been 75 years in the making, growing 
stronger every year, and that has the support of a majority 
of the people. Farmers know that, and for that reason they 
decided to build a parallel structure. There was no other 
choice open to them. 

Because the processing tax and the tariff are so similar, 
however, there is all the more reason for farmers to make 
sure that their device does not run counter to the interest 
of the whole nation. There is peril in any producing group 
getting special privileges from Government unless it con- 
tinually recognizes that it must use those special privileges 
for the interest of consumers as well as producers. Farmers 
simply must see to it that their adjustment programs allow 
for as much increase in production as American consumers 
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need, plus whatever can profitably be sold abroad. They must 
be prepared, in the words of the adjustment act, to approach 
parity at “as rapid a rate as it deemed feasible,” or, in other 
words, only as rapidly as consumer purchasing power per- 
mits. In some quarters that statement may not be acceptable, 
but to my mind it is the only basis that is socially justifiable 
and the only basis on which farmers can continue to possess 
yovernmental powers. 

Apparently it will be necessary to continue with the 
processing tax, or something equally effective, until the peo- 
ple of the United States compel the high-tariff groups to be- 
have as our creditor position requires. Until we are willing 
to accept more imports of goods and services we cannot hope 
for any sound and enduring restoration of our export trade. 
Without an export trade American agriculture must continue 


the painful process of throttling down its 360,000,000-acre 
plant to one perhaps of 325,000,000 acres. And let me 
assure you that so long as those excess acres exist, and de- 
spite benefit payments, farmers will find the process of con- 
traction just as distasteful as anyone else. 

The problem of the farmers in a high-tariff creditor 
nation is fairly well met, temporarily, by the processing tax. 
The problem of the Nation as a whole is unchanged, except 
in so far as the processing tax may serve to sharpen our 
thinking about all such devices, including tariffs. Unless the 
high-tariff groups can be persuaded to identify themselves 
more clearly with the interest of the consumer, the advan- 
tages of our position as a creditor nation may well be lost. 


And the chief victim, it should be emphasized, would be 
the consumer. 


The Farm and President Roosevelt 


By MILO RENO, President, National Farmers’ Holiday Association 
Over N. B. C., Sunday, September 29, 1935 


HE nation, as a whole, and the farmers, in particu- 
lar, enjoyed the privilege of listening to President 
Roosevelt, at Fremont, Nebraska, deliver one of his 

usual crooning addresses, which is supposed to win the agri- 
cultural west for the Democratic Ticket in 1936. 

I believe it is important that all groups of society should 
be informed as to the accuracy of the statements contained 
in this address, some of which, to say the least, were mis- 
leading. However, it contained one statement of facts that is 
commendable, I quote: The long, down-hill road to de- 
pression began not in 1929, but in 1920, that from that date 
on through the so-called boom days of the twenties, the 
debts of the farms and farmers mounted while their assets 
and earnings slid down-hill. Unquote. 

The virtue of this statement is largely annulled by his 
evident reluctance not to tell his audience that agriculture 
was crucified in 1920 by the Federal Reserve Bank and the 
credit that agriculture was justly entitled to was withheld. 
Maybe his reluctance to tell it all was that he had done 
nothing to correct the situation. The control of the credit 
and currency of the nation is yet in the hands of and con- 
trolled by the jugglers of finance. 

Now, I desire to analyze some of his statements that 
contain only half-truths, I quote: Country schools were 
closing and, most disheartening of all, thousands of farmers 
were losing their homes by foreclosure. This was true not 
only in this part of the great west, but in practically every 
state of the Union—north, east, south and west. Unquote. 

This statement, while true, really infers that the condi- 
tion has been changed. The facts are, that many schools 
at this time are closed, as well as thousands of farms have 
been abandoned and foreclosures are continuing with re- 
newed vigor. In the splendid state of Iowa over ten thou- 
sand farms are in process of foreclosure and the Federal 
Land Bank is the most hard-boiled of the farmer’s creditors. 
This institution, that is supposed to be operated for the farm- 
er's benefit, demands only the choicest investments as security 
and appraises land at the lowest possible value, in fact, the 
Federal Land Bank leads all private institutions in demand- 
ing its pound of flesh: 


The only real Bill offered to refinance the farmer 
was the Frazier-Lemke Bill, and it is a notorious fact that 
the President used the tremendous powers of his bureauized 
administration to defeat this measure. 


The President was in error again, in speaking of the 
impossibility of inducing farmers to co-operate, I quote: Up 
to that time, the farmers of America had been unable to 
choose by any substantial majority between three or four 
plans, aimed at restoring farm purchasing power and farm 
prosperity. Unquote. 


Perhaps the President is uninformed as to what has 
really happened. If so, I will assure him that his Secretary 
of Agriculture is well aware of the organization of the Corn 
Belt Committee, on May 12th, 1925, when twenty-four 
farm organizations and co-operative groups of farmers met 
in conference and unanimously adopted a legislative program 
for agriculture which later became known as the McNary- 
Haugen Bill, and that this bill twice passed both House and 
Senate. The truth of the matter is, that if the politicians 
and selfishly interested parties had permitted the farmers, 
without interference, to organize themselves and conduct 
their own affairs agriculture would have been solidly or- 
ganized long since. 


Again, he says, I quote: At the famous conference, 
representative of every section of the country and of every 
farm organization, held in Washington in the spring of 
1933, a very large majority of the farm leaders agreed on 
what you and I now know as the agricultural adjustment 
plan. Unquote. 


The only national farm organization that was organized 
by farmers in the United States, the one organization that 
has never sold its influence, that has stood four-square for 
the farmers’ interests for over a quarter of a century—The 
Farmers Union—has opposed the unthinkable program of the 


Triple A from the time its pernicious objectives became 
known. 


John A. Simpson, the outstanding agricultural leader 
in the United States, made the statement in a public address, 
that the kindest thing you could say of the Brain Trust 
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outfit, that had been given charge of agricultural affairs, 
was that they were a bunch of lunatics. 

The only farm organization, or farmers that are sup- 
porting the Triple A program, are those who either hold 
office or are aspiring to office or have been the recipients 
of money stolen under the guise of taxation from their fel- 
low farmers. 

After boasting of the low rate of interest charged 
farmers, amounting to $1,800,000,000 he continues, I quote: 
My second effort in the immediate improvement of the farm- 
er’s position was to get him not only a relatively but an 
absolutely better return for his products. In approaching 
this problem, we sought to free our monetary system of 
bondage to a sufficient extent to permit money to serve the 
people rather than to force people to serve money. I de- 
liberately chose to disregard those who said that before a 
balance could be produced in our economic life, almost uni- 
versal bankruptcy would be necessary through deflation. 
Unquote. 

Again, his statement is not in harmony with the facts. 
It is well known that the President vetoed the Patman Bill, 
because instead of providing for a bond issue, it provided 
for payment in legal tender currency, so when the President 
assumes that he is not a deflationist his record does not bear 
out his statement. Today, we have buried in the vaults of 
the United States nine billion dollars of gold, with less than 
six billion of actual money in circulation, and this almost 
entirely bank credit issued in payment for government bonds. 
He quotes figures to sustain his assertion that the farm cash 
income has increased in 1935 two billion dollars over that 
of 1932. 

I have not had the time to carefully analyze this state- 
ment. It may be true, but I am very sure in order to obtain 
this result, it will be necessary to consider as farm income 
the doles and subsidies, the administration expense of the 
Triple A, which is no more an income derived from the 
production and distribution of farm products than would be 
the income from a still on a man’s farm, or any other dis- 
reputable business. The effort made in this address to mis- 
lead people as to actual farm conditions is only equalled by 
the sophistry and inaccurate statements made by his bureau- 
crats. 

The President, in this address, admits that the farm 
depression started in 1920, and we all know that it reached 
its climax in 1929, when we paid the price for denying the 
farmer the credit consideration that he was entitled to and 
used it in speculation in this and other countries. He cer- 
tainly realizes that the years 1931 and 1932 were the climax 
to this unwise program. His Secretary, Wallace, who was 
considered an authority on agricultural economies, in fact, 
had written a book intended as a text-book in agricultural 
colleges, delivered an address in September 1928, when he 
was supporting Governor Smith and opposing, with all his 
power, Herbert Hoover. In this address, he made the 
statement that it would require six billion dollars added to 
the farmers’ income and that in order to obtain this six 
billion dollars, it would be necessary to raise agricultural 
prices 60 or 70 per cent. 

The pledge of this administration was to obtain for the 
farmer cost of production plus a reasonable profit. This was 
not only contained in the Democratic Platform, but was also 
in the President’s: Boston speech, so I maintain it is only 


fair to compare the present values of farm products with the 
value of farm products in 1928, when the Secretary of 
Agriculture made the statement that we were 60 or 70 per 
cent below cost of production values. 

The President’s address, as well as other means of pub- 
licity, has been used to convince our people that the farmer 
has received great benefits through the operation of the 


Triple A; that his condition has improved, indeed wonder- 
fully. 


I shall quote you figures taken from the 1935 Agri- 
cultural Year Book and instead of comparing 1934 and ’35 
with 1932 and ’33, in which we reached the lowest price 
level for farm products in our history, shall compare 1934 
and ’35 with 1928, when Calvin Coolidge retired as Presi- 
dent, for we have certainly had time in two and one-half 
years of the present administration to correct the errors of 
the preceding four years, and when I say, the preceding 
four years, | am very sure that you will agree with me that 
the only difference between the Hoover monstrosity, the 
Farm Board, and the Triple A is that the Triple A is more 
destructive and has placed a greater burden on both rich and 
poor, great and small, than did the Farm Board, and while 
President Roosevelt and the present Secretary of Agriculture 
both deplored the foolish program of destruction, in order 
to create plenty, they have since endorsed it with many added 
amendments. 


We all realize that the farmers pay their debts, their 
interest, their taxes, etc., to the extent of the value of the 
products produced on their farms. We also realize very fully 
that fixed charges, such as interest and taxes and over-head 
expenses, are greater at this time than in 1928, and I am 
giving you the loss, in round numbers, in farm values and 
prices taken from the 1935 Agricultural Year Book on the 
seven leading farm products,—wheat, corn, oats, cotton, hogs. 
cattle and milk. 


Now, my friends, note well the loss of value in these 
major crops as compared to values of 1928: 





Wheat 1934 $474,193,000.00 
Corn . 1934 1,119,080,000.00 
Oats . 1934 277,788,000.00 
Cotton 1934 689 234,000.00 
Hogs . 1935 576,322,000.00 
Cattle 1935 1,178,575,000.00 
Milk . 1934 415,223,900.00 

Loss $4,730,415,900.00 


When we consider this tremendous loss in farm values 
we wonder why, in the face of the statement made by our 
present Secretary of Agriculture in 1928, that it would re- 
quire six billion dollars added to the annual income, that 
those supporting this administration will still boast of our 
return to prosperity. I feel that it is high time that the pub- 
lic should know the truth and should be informed as to the 
deception that is being practiced upon them. It is time 
that they understand that while the Triple A has doled out 
to cotton, wheat, corn and hog raisers approximately $516,- 
826,752.00, the loss in value to the farmer on these same 
products as compared to 1928 was $2,858,829,000.00. Ac- 
cording to an A-P press report, the total expenditures of 
the Triple A for the fiscal year was $807,686,134.00. Ac- 
cording to the Agricultural Year Book, if all the hogs in 
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the United States in 1935 had been sold at the farm value 
and the entire wheat crop of 1934, they would have lacked 
134 million dollars of paying the expenditures of the 
Triple A. 

The statements as to employment for labor are equally 
misleading and unreliable, when they assume, in a general 
way, that the smoke is rolling out of factory chimneys and 
men every day returning to jobs, neither the labor statistics 
nor the statement of Gen. Hugh Johnson and others as well 
qualified bears them out. We have in excess of twenty 
million people on relief. That means but one thing, that 
there are twenty million people under-fed and undernour- 
ished and unfit, physically and mentally, to take their place 
in the industrial world. 

This administration will go down in history as either 
the most incompetent and ridiculous, or else the most Sa- 
tanic. 

One of the charges against King George, contained in 
the Declaration of Independence, | quote: He has erected a 
multitude of new offices and sent hither swarms of officers 
to harrass our people and eat out their substance. Unquote. 

I wonder what our forefathers would think of the 
717,712 federal jobholders that infest every township, coun- 
ty and state in this Union, consuming the susbtance of the 
people. 

In the President’s pre-election speech at Sioux City, 
lowa, he said, | quote: I accuse the present administration 
of being the greatest spending administration in past times 
in all our history, one which has piled bureau on bureau, 
commission on commission, and has failed to anticipate the 
dire needs of the reduced earning power of our people. Un- 
quote. 

Yet, it is a notorious fact that this administration has 
added fifty departments, bureaus, commissions, etc. 

In the President’s speech, he attempts to laud the Con- 
stitution and the Declaration of Independence and also 
speaks repeatedly of the Triple A being a co-operative or 
voluntary organization. The most of us have not yet for- 
votten when, in addressing a committee, he advised them to 


pass a law regardless of the Constitution and we also remem- 
ber that his Secretary of Agriculture proposed a dictatorship 
of four or five persons, who would have more authority 
than either Congress or the Supreme Court, and it is rankest 
hypocrisy for this group of Brain Trusters and their leader 
to assume either respect or consideration for the funda- 
mental law of this Republic. It is very evident that they 
propose to so agitate and mislead the public that they may 
gain their ends and overthrow the Constitution of the United 
States, in fact, when the President accepted responsibilities 
and powers that were granted only to a legislative branch, 
he became as guilty of violating his constitutional oath in ac- 
cepting as those subservient Congressmen did in conferring. 
When he empowered an appointive head of a Department, 
or permitted him to be empowered with authority to make 
laws through rulings, assess fines and punishment, and as- 
sume to dictate to independent, American farmers, he vio- 
lated the Constitution and his constitutional oath to the 
same extent as the Congress that permitted it. 


We none of us believe that the Constitution is a sacred 
document that should never be modified or amended, but 
every American citizen should believe in it being observed 
until it is amended in the regular way. A subservient press 
and an irresponsible group of spell-binders have used all 
their powers in an adroit and reprehensible way to discredit 
the Constitution, but I maintain that the fundamental prin- 
ciples of the Constitution and the Bill of Rights are as eternal 
as the Ten Commandments, and while conditions may 
change and it may be necessary to revise, yet, the funda- 
mental principles of human relationship as expressed in the 
Declaration of Independence and regulated through the Con- 
stitution will never change. The law of Commandments is 
fundamental and no amount of sophistry, misinterpretation 
or attack can invalidate a single one of those Commandments 
without destroying them all. 


I want to earnestly warn our citizens that when powers 
are conferred and granted, that are wrong and un-American, 
they lead to greater demands for increased power. 


Epidemic Experimentalism 


By GLENN FRANK, President of the University of Wisconsin 
Delivered before the Herald Tribune Forum, October 11,1935 


T is my privilege tonight, ladies and gentlemen, to speak 
an introductory word to a symposium in which dis- 
tinguished representatives of four of the nation’s 

major industries will discuss in detail such new ventures in 
government as the Communism of Russia, the Fascism of 
Italy and the National Socialism of Germany, which, in com- 
mon with the New Deal of the United States, have for the 
time being, gone far toward transforming the planet into 
one vast political laboratory. 

The general subject of this symposium is: “ What Amer- 
icdans Should Know of the New Philosophies of Government.” 
It is, of course, culturally important that as many Ameri- 
cans as possible know as much as possible about the detailed 
organization and operation of these new governments which 
have so profoundly altered the political control, social life 


and economic enterprise of Europe. As a matter of fact, 
not many Americans will take the trouble to achieve any 
such detailed knowledge. It is of critical practical im- 
portance, however, that Americans generally understand 
those aspects of these new political philosophies of Europe 
which are affecting or are likely to affect the political policy 
of the United States. 

It is to this practical aspect of the problem that I want, 
in the few fleeting minutes at my disposal, to turn. I ask 
and shall undertake to answer this simple question: Beneath 
and beyond all the differences that exist between such new 
political ventures as the Communist economy of Russia, the 
Fascist lordship of Italy, the Nazi regime of Germany, and 
the New Dealism of the United States, is there any one 
factor common to them all which constitutes a world-wide 
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political trend? If there is such single factor, if there is 
such world-wide trend, is it sound or unsound? If it sweeps 
on unhindered, will it mean a new emancipation or a new 
enslavement for the masses? 

I give my answer bluntly. There is one thing com- 
mon to all the experimental governments of the time, our 
own included, and that is the assumption that the new prob- 
lems of this new age can best be met by a new and intense 
centralization of power in the national government. 

This assumption is, in my judgment, unsound. If 
permitted to dominate the political development of the next 
quarter century, it will, I venture to predict, result in a 
new and tragic enslavement of the masses at the very moment 
when the creative forces of science, technology, and power 
production have forged the instruments for their emanci- 
pation. 

The factor that makes this a living issue in the United 
States at the present time is not any threat of a Communist 
overturn, or a Fascist march up the Potomac, but Mr. Roose- 
velt’s plain desire to bring about, through legislative enact- 
ment and judicial approval, an unprecedented centralization 
of power in Washington. Whether or not Mr. Roosevelt 
sees fit actually to formulate this as a fighting issue for 1936, 
it is implicit in the temper and content of virtually all of 
the New Deal legislation. 

This toying with the idea of centralized power as the 
solvent of our social and economic difficulties is not just the 
political judgment of one man who happens to be the Chief 
Executive of the Republic. It is the American manifestation 
of a world-wide trend, a trend that has given Communism 
to Russia, Fascism to Italy, National Socialism to Germany, 
and the New Deal to the United States. This world-wide 
trend towards centralized power is part of the aftermath of 
war and economic collapse. It means that men, the world 
around, are doing what men in despair have always done— 
they are giving up any attempt to solve their own problems 
and are turning to their governments for salvation. 

This is the most fundamental issue of the time. It is 
an issue that confronts the entire civilized world. In the 
United States, it has not yet been formulated in terms of 
burning reality to the millions. The nearest it has come to 
formulation is in the recent beginnings of a national debate 
on the adequacy or inadequacy of the Constitution as a char- 
ter of action for modern America. 

I want, in the minutes that remain, to suggest the rela- 
tion of the American Constitution, as we know it, to this 
world-trend towards centralized power. 

I approach this issue of the Constitution and its relation 
to current problems neither as a social reactionary nor in 
any uncritical ancestor worship of the constitutional fathers. 
Alongside its duty to mold new policies from the raw mate- 
rials of its own time, it is a continuing responsibility of states- 
manship to remove the dead hand and retain the living 
principles of the past. I am quite as concerned as any of 
the new era politicians to see the dead hand of the past 
loosed from our throats. The difference between us comes 
when some of them junk, as dead, constitutional principles 
which I regard as very much alive and of critical importance 
to the national future in this phase of epidemic experi- 
mentalism. 

The essence of the plea of those who believe we cannot 
meet the issues of the time save through a new and intense 





concentration of power in the national government is that 
the Constitution is an obsolete hangover from the horse-and- 
buggy days of the republic’s youth, that.it should be rewrit- 
ten in terms of the power age, with state lines broken 
through, checks and balances thrown overboard, and a new 
kind of governmental machine created that would act swiftly, 
move swiftly, and change its direction swiftly. 

This plea deserves to be considered solely in light of 
the facts. If the Constitution is obsolete it should be drasti- 
cally rewritten, for there can be nothing sacred in a Con- 
stitution save the soundness of its principles. I think the 
constitutional fathers would want us to consider the Con- 
stitution solely in terms of its practical utility under current 
circumstances. ‘They were not so immodest and cocksure as 
to assume that they were handing down immutable laws for 
all time to come. They faced the facts of their day as 
wisely as they could and framed policies for needs then cur- 
rent. And some of them were not at all sure that this work 
of their hands would endure. They would be the last to 
want us to look upon the Constitution they drafted as a 
sacred revelation to a static society. It should be considered 
by us, as it was considered by them, as a social tool of a 
living, changing society. Men who themselves broke with so 
many traditions would hardly want their descendants to 
cling to the obsolete. 

Agreeing, then, that the sole test of the Constitution 
should be its utility under current circumstances, the ques- 
tion is this: Did the framers of the Constitution produce a 
charter of government which, however well adapted to the 
needs of 1787, has been invalidated by the changed circum- 
stances of 1935? Or did the framers of the Constitution 
avoid detailed provisions, which social change so quickly 
makes obsolete, and produce a charter which grounds the 
national being on sound principles of government which 
must be progressively adapted to changing circumstances but 
can not be adjourned without destroying the central principle 
of self-government? 

In the light of historic experience, I must say no to 
the first question and yes to the second. And here are my 
reasons for these answers: 

There are but three directions in which a people can 
go governmentally: A people can ground its government on 
a centralization of power, a decentralization of power or an 
organized balance of powers. There are these three ways 
and none other. The constitutional fathers chose or were 
shoved by the compulsions of compromise into the third way. 
With all its shortcomings, it has proved itself historically 
superior to the other two. This is not an offhand opinion. 
The historic record is plain. Down the ages each of these 
three modes of government has run true to form in develop- 
ment and results. 

The centralization of power has invariably ended in 
tyranny. Even when the centralization has been effected 
with democratic consent and designed to serve emergency 
ends, centralized power has moved relentlessly in the direc- 
tion of self-perpetuation. And, once intrenched, with a pre- 
sumption of permanence, centralized power has grown domi- 
neering. It has become less rather than more concerned 
with the common good. It has become the victim of whim 
and caprice. And a revolt of the governed has proved the 
only road to progress. 

The decentralization of power, when pushed to the 
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extreme, ends in anarchy. A decentralization of power may 
work well in an excessively simple society. It becomes less 
efficient as a society becomes increasingly complex. 

‘The organized balancing of powers is the result of man- 
kind’s attempt to find a workable compromise that will keep 
power centralized enough to achieve efficiency without 
tyranny and keep power decentralized enough to achieve 
freedom without anarchy. 

It is this third way that the American people has sought 
to follow. It is this third way that the Constitution has 
charted. Like all compromises, it does not satisfy the 
logicians, and it is the despair of the intellectuals who have 
a passion to blueprint the behavior of mankind. But it is, 
in my judgment, the way that the American people must con- 
tinue to follow if the extremes of tyranny and anarchy are 
to be avoided. 

Back in 1926 Mr. Justice Brandeis, in a dissenting 
opinion in the case of Myers vs. United States, referring 
to the balance of powers between the legislative executive 
and judicial branches of the national government, said, ““The 
purpose was, not to avoid friction, but, by means of the in- 
evitable friction incident to the distribution of powers among 
three departments, to save the people from autocracy.” This 
same shrewd insight was reflected in the Brandeis concur- 
rence in the recent unanimous decisions of the Supreme 
Court. 

The central question of our generation is whether we 
can meet the problem thrown up by this age of science, 
technology and power production under the long established 
American tradition of private enterprise and political liberty 
or only through a sweeping reversal of this tradition. Mr. 
Roosevelt is right in saying that most modern governments 
are seeking to meet these problems through a centralization 
of authority in the national government. ‘This is true of 
Fascist Italy, Communist Russia, Nazi Germany, and so on. 
But let’s think this through. How much greater headway 
is Fascist Italy, Communist Russia, Nazi Germany, or any 
of the nations with strong central governments making in 
really meeting these problems than we are making? The 
last word has not been said on the actual results of these 
strong national governments. They have imposed a measure 
of order upon situations that were distressingly chaotic. But 
how far they have gone in meeting the peculiar problems of 
this power age is not so clear. 

The changed circumstances of our time may call for a 
careful rethinking of the interstate commerce and due process 
clauses of the Constitution. I am inclined to think that 


everything the situation requires can be met through states- 
manlike judicial interpretation. But, even if amendment is 
called for at these two points, the amendments should and 
can meet the situation without Italianizing or Russianizing 
the American tradition of compromise between the tyranny 
of centralization and the anarchy of decentralization. And 
such alterations of policy should follow a full and factual 
submission of the problem to the electorate. They should 
not board the ship of state as stowaways in the disguise of 
emergency measures. 


It seems to me that the verdict of history is clearly 
against centralized power and for the organized balance of 
powers. I regard the growing centralization of power in 
national governments as a movement which, in its ultimate 
impact upon the lives of men, will prove to be rankly reac- 
tionary, despite the fact that it is now a pet gospel of de- 
luded liberals. All down the ages when men have sought to 
centralize power it has been on the assumption that the power . 
would be used for high ends. But there is no guaranty that 
it will. Lodge enough power over the nation’s enterprise 
in Washington, and, however wisely that power might be 
used at the outset, we could swing to the Fascist Right or 
the Communist Left with equal facility, according to the 
mind and purpose of the national leadership that happened 
to hold the reins at any given time. 


The Fathers, after all, were wise in sacrificing some 
efficiency in government in order to set up safe-guards against 
a tyranny of the state. The purpose of the Constitution, 
we are likely to forget, is not to provide for complete ef- 
ficiency in government, but to provide an instrument that 
will protect the people from the abuse of political power and 
give them a chance to be as efficient in governing themselves 
as a free people under democracy can be. At any given 
moment a people can achieve greater efficiency of govern- 
ment by handing themselves over to a benevolent autocrat, 
but all of human history proves that such efficiency is short- 
lived and, in the end, causes more evils than it cures. 


There is life in the American tradition yet. When the 
historic books are balanced it will be seen to have been more 
progressive than Communism and more efficient than Fascism. 


Not even the most revolutionary changes that time and 
science have brought to the intervening years have shaken 
the wisdom of that patron saint of democracy, Thomas Jef- 
ferson, when he said: ““When we must wait for Washington 
to tell us when to sow and when to reap, we shall soon 
want bread.” 


American Business and the Constitution 


By DEAN RALPH E. HEILMAN, School of Commerce, Northwestern University, Chicago. 


Under the auspices of the Business Methods Committee of Chicago Rotary. 
Chicago, September 17, 1935. 


ODAY I want to deal with these questions—What 

are the fundamental characteristics of our govern- 

mental or constitutional system? What is the rela- 

tionship between these two systems? What changes may 
be expected to take place in this relationship? 

The most concise statement of American capitalism is 


Delivered before the Rotary Club of 


that it is an order characterized by the rights of contract, of 
property, and of freedom of enterprise. 

What do we mean by property rights? Within limits 
determined by considerations of social welfare, the American 
citizen may acquire, own, use, bequeath, or change the physi- 
cal character of economic goods (i.e., property). 
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What do we mean by contract rights? In order to use 
property as the individual deems best, he must be given cer- 
tain contractual rights. He has freedom to buy, sell, lease, 
or enter contracts for commodities, property or personal 
services. 

These two fundamentals combine to give rise to our sys- 
tem of “freedom of enterprise.” Our system of freedom of 
business enterprise, of private initiative, and of competition 
is the direct outgrowth of and rests upon, these two funda- 
mental principles. 

Of course, these fundamental rights which characterize 
our economic and business system are not absolute, final, nor 
inflexible. We enact many laws to insure health and safety 
of employees, to protect womeu and children employees, to 
prevent fraud and unfair competition, to protect the public 
health, safety and welfare. No man can conduct his business 
entirely as he chooses. The justification for such limitations, 
imposed by Congress and state legislatures, is that such modi- 
fications promote the general welfare. In special cases, pri- 
vate interest must give way to higher public needs. 

In the face of such manifold restrictions, what is the 
justification of designating the American economic order as 
an individualistic one, and contrasting it with the dictator- 
ships of Italy, Germany or Russia? Is the distinction one 
of kind or degree? In Russia, every business enterprise is 
owned and operated by the state, or is directly controlled 
by it. On the other hand, in Germany and Italy, which 
nominally uphold the tenets of capitalism and private prop- 
erty as contrasted with Russia, the Fascist state is not the 
direct entrepeneur. But through its increasing restrictions 
upon business activities, it has become the direct and effective 
regulator in minute detail. 


As opposed to the American system of regulated in- 
dividualism, these European societies operate on the principle 
that the state is greater than its parts, that the individual 
has no economic rights as against the state, or which must be 
respected by government. In the United States we still ad- 
here to the philosophy expressed in the Constitution that the 
state exists for its citizens; that it is servant, not master; 
that the individual possesses certain personal and economic 
rights, which must be respected even by government; that 
he relinquishes the minimum of personal liberties necessary 
to insure safety and permanence of his society. The differ- 
ence is not one of degree, but of fundamental philosophy. 

Just as the present ecoonmic order in the United States 
differentiates it from most of the nations of continental 
Europe, so also is our form of government, as formulated 
in the Constitution, individually characteristic. Ours is a 
decentralized or federal republic in which the powers of gov- 
ernment are divided between the central government and the 
several states. The individual states are the original source 
of all government power. They existed first as soverign states ; 
they created the union and entered into a binding contract, 
i.e., the Constitution, by which they agreed to surrender cer- 
tain important specified powers to the central government. It 
is necessary, if one would understand our governmental sys- 
tem, to remember that under the Constitution the national 
government is in possession only of those enumerated and 
specified powers which have been delegated to it by the 
states through the Constitution. 

What are some of the most important aspects of the 
Constitution in relationship to business? 


‘tracts. 


It expressly recognizes the American principle that the 
powers of government are not all-inclusive and all-embrac- 
ing, but rather, they are limited and restricted. It asserts 
the principle that the individual has certain rights superior 
to those of government, and of which government may not 
deprive him. ‘The Constitution, therefore, stands in sharp 
contrast to the theory now widely prevalent in Europe, that 
government may take any steps it may desire. It rests upon 
the belief that it is as important that the individual shall be 
protected against government as that he shall be protected 
by government. 

In short, it establishes certain fundamental guarantees to 
the citizen; among these are the guarantees of freedom of 
religion, freedom of speech, freedom of the press, the right 
of peaceable assembly and of petition to the government, 
etc. These rights are guaranteed to us by the Constitution, 
against any infringement by Congress or government. Such 
guarantees are in the realm of personal rights and liberties; 
they do not primarily concern business enterprise. There- 
fore, I shall not stop to discuss them, except to point out that 
these guarantees were unique at the time they were adopted. 
The major portion of the world’s population still lives with- 
out any such protective guarantees. They constitute for us 
a most precious heritage. 

But, there are certain other guarantees in the Consti- 
tution, which are of more vital concern to business. As the 
result of these guarantees, private property rights and free- 
dom of contract, which, as has been pointed out, are the 
bases of our economic system, are constitutionally in a 
stronger position in the United States than in any country 
in the world. The Constitution guarantees that neither the 
national government nor any state “shall deprive any person 
of life, liberty or property without due process of law.” This 
is a recognition of both property and contract rights, since 
freedom of contract is held by the courts to be an essential 
of liberty. It has become of great importance to business, 
since corporations are treated as legal persons and are, there- 
fore, entitled to the same protection. 


It further recognizes property rights as against the 
power of government by stipulating that “private property 
shall not be taken for public use without just compensation.” 
It further recognizes contract rights by providing that no 
state shall enact any law “impairing the obligation of con- 
” In short, the Constitution is primarily not a set of 
laws but a set of guarantees to the individual. 

Further, it specifically enumerates the powers that may 
be exercised by the Federal government and limits its activi- 
ties to the exercise of these powers. As a result the numer- 
ous measures passed by Congress must be justified on some 
constitutional grounds, i.e., they must be passed in the legiti- 
mate exercise of some power permitted the federal govern- 
ment by the Constitution. 

What are these specific powers? We are all, of course, 
familiar with such specific Federal powers as that of estab- 
lishing post offices and post roads, fixing standards of weights 
and measures, control of patents and copyrights, extensive 
war powers, and similar powers affecting business activity 
directly or indirectly. For the purpose of our discussion, how- 
ever, there are, in the light of recent developments, more sig- 
nificant enumerated Federal powers. In view of present-day 
problems, four of these require careful consideration. 

An important Federal power to be utilized by the pres- 






























82 


Vital Speeches of the Day 





ent administration in promulgating numerous legislative 
measures is the right ‘“‘to coin money, .egulate the value 
thereof.” The highly controversial devaluation of the dollar 
was upheld by the Supreme Court upon the basis of this 
definite power granted by the Constitution. 

Then, there is the specified grant of power to the Fed- 
eral government enabling it te establish “uniform laws on 
the subject of bankruptcies throughout the United States.” 
Under this power the recent amendments to the bankruptcy 
acts have been passed, providing for corporation reorganiza- 
tions under the so-called Section 77B. 

Third, the power of taxation and expenditures is 
another of the most important powers which concern busi- 
It is provided that “Congress shall have power to lay 
and collect taxes, duties, imposts, and excises, to pay the 
debts and provide for the common defense and general wel- 
fare of the United States.”” This so-called “taxing and spend- 
ing power” of the Federal government has become of tre- 
mendous importance in recent years. The RFC, the HOLC, 
the Farm Loan Administration, the FHA, the Social Se- 
curity Act, all public works projects and relief activities in- 
volving expenditure of funds, all fall under this power. 
Whatever the wisdom of these spending measures, there is 
to date at least no reason to regard them as unconstitutional. 

Fourth, there is the power to “regulate commerce with 
foreign nations and among the several states.” I refer to 
what is popularly known as the “interstate commerce clause.” 
It is this power of which the presertt administration has par- 
ticularly availed itself, in much of the new legislation of the 
It was upon the ground that the regulation 
involved did not in reality constitute regulation of inter- 
state commerce that the Supreme Court held the NRA un- 
constitutional in the ‘Schecter case. When it comes to pass 
upon the Wagner Labor Disputes Act, the Guffey Coal 
Control law, the AAA, the Public Utility Holding Com- 
pany bill, etc., as it will soon be compelled to do, the Supreme 
Court will have to determine whether these measures are in 
reality control of commerce between the states, or whether 
these measures actually endeavor to control commerce which 
both originates and terminates within a state and are, there- 
fore, unconstitutional. 

Every school boy learns that American government is 
divided, under the Constitution, into three branches—legis- 
lative, executive and judicial—each independent of, and co- 
ordinate with, the others. Although the demarcation be- 
tween the legislative and executive branches has become more 
indefinite in recent years, the distinction is still basic to our 
form of government. So long as we maintain the separate 
and independent status of these three branches of government 
—as provided in the Constitution—no dictatorship can arise. 

It is important to remember that in conferring these 
various powers upon the Federal government, the states in 
creating the Constitution retained to themselves all powers 
not so granted. They are, therefore, still soveregin states in 
respect to certain matters. For it was wisely stipulated by 
the framers of the Constitution that “the powers not dele- 
gated to the United States by the Constitution, nor pro- 
hibited by it to the states, are reserved to the states respec- 
tively, or to the people.” They recognized that if the central 
government were to try to regulate the diversified activities 
of the people in all parts of the nation, the results would be 
disastrous. It is through this reservation of power to the 
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last two years. 


states that they are enabled to legislate with regard to a 
large number of such matters as taxation of real estate, per- 
sonal property, intrastate commerce, public utility rates, in- 
surance, factory codes, employment conditions, and all police 
matters affecting public life, health and safety within the 
borders of the state. 


But the Constitution imposes certain checks, not only 
upon the Federal government, but also on the states. For 
example, it provides that no state shall lay any duties on im- 
ports or exports. This provision has proven of incalculable 
importance to American business. As the nation has grown, 
it has insured a vast domestic market without trade barriers. 
Were it not for this provision in the Constitution, we should 
probably today be compelled to carry on business under the 
handicap of a multitude of tariffs imposed by states, and 
trade restrictions and barriers surrounding small areas, as in 
Europe. 

What check is provided in the Constitution upon the 
improper extension of executive or legislative powers? ‘The 
Supreme Court is the tribunal that protects the people of the 
United States from executive action or legislative action not 
within the scope of the American political system. This 
power arises from the constitutiona! provision that the “judi- 
cial power of the United States shall be vested in one Su- 
preme Court, and in such inferior courts as the Congress 
may from time to time establish,” and in the further provi- 
sion that this judicial power “shall extend to all cases in 
law and equity arising under this Constitution, and the laws 
of the United States . . . to controversies between two or 
more states, etc.” Since it was the purpose of the founders of 
our nation to provide a tribunal of last resort to interpret 
laws, the American people have, since the day of John Mar- 
shall, accepted the power to pass upon constitutionality as 
exercised by the Supreme Court. 


These, in general, are the major provisions of the Con- 
stitution which directly affect business enterprise, and under 
the protection of which our economic and business system has 
experienced unparallelled development. Drawn here in large 
part by the guarantees set up under the Constitution, this 
nation early attracted much of the best ability from European 
countries. Under this Constitution we have achieved a higher 
standard of living than known elsewhere. Despite occasional 
periods of economic maladjustment, we have made such un- 
precedented progress that the achievement of no other peo- 
ple, under any other form of government, compares with 
ours. 


But today we confront a new situation; interest in the 
Constitution has been re-awakened. Never in an equal space 
of time has the Supreme Court passed upon the constitution- 
ality of so many major measures as in the past two years. 
Never have so many important decisions been pending. Sev- 
eral of the laws enacted under the present administration 
have already been upheld as constitutional by the Supreme 
Court. Without considering the wisdom of these measures, 
the Court has held that Congress was not exceeding its pow- 
ers in enacting them. Several others have been held to be un- 
constitutional, e.g., NRA, as exceeding the powers possessed 
by Congress. A large group of measures, including several 
enacted by the last Congress must yet run the gauntlet of a 
test before the Supreme Court. Already steps are being 
taken to bring about these tests. These decisions will be 
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awaited with great interest by American business. These 
circumstances combine to re-vitalize the interest of the 
American business man in the Constitution, and particularly 
to direct his attention as never before towards the significance 
of its guarantees and implications for American business. 

This situation leads us to consider some important new 
problems. 

The first question which arises is whether the Con- 
stitution is not a dead letter, whether the constitutional sys- 
tem we have developed under it is obsolete and outmoded, 
and whether adherence to it does not impede progress. 

In his book, “Our Economic Society and Its Problems,” 
Rexford Tugwell refers caustically to the ardent and un- 
compromising defenders of the Constitution in the follow- 
ing terms: “The difficulty in attaining the experimental 
habit of mind toward social or economic arrangement arises 
largely from a confusion of ends with means and from an 
emotional attachment to the instruments of social life. An 
illustration of such feeling is the unreasoning, almost hysteri- 
cal, attachment of certain Americans to the Constitution.” 

The question is—Are the American people, in reality, 
attached to the Constitution, or would they prefer to substi- 
tute some other system for our constitutional system ? 

Dr. Tugwell refers to unreasoning and hysterical atti- 
tudes. It is against unreasoning behavior and hysterical po- 
litical or mass action that the Constitution protects the 
United States citizen. In every crisis there are some who 
favor drastic action which dictators are alone capable of in- 
stituting. Constitutional limitations on governmental power 
prevent desperate and active minorities from inflicting their 
will on unorganized, conservative majorities. Indeed, they 
prevent majorities from imposing their unrestrained will on 
minorities. One purpose of the Constitution is to guarantee 
to individual citizens certain basic rights and liberties, and 
to protect him against usurpation of power by government. 

It must be remembered that the Constitution sets up no 
specific programs. It is broad and far-reaching in its scope, 
permitting evolving interpretations with technical progress 
and changing methods in social and business matters. 
Through its machinery for amendment and through the 
checks imposed upon the powers of Congress, the executive 
and the states, the Constitution prevents revolutionary 
change, while still permitting evolutionary development. 
Only in its basic principles and broad philosophy does it 
stand uncompromisingly. 

The numerous public gatherings beinz heid throughout 
the country today and this week, such as this one, indicate 
the loyalty of the American people for the Constitution. It 
is safe to predict that the American people will not embrace 
any of the now competing philosophies (dictatorship, Fas- 
cism, centralized economic planning, etc.), but wil! prefer to 
live under a constitutional system of government which de- 
fines, limits, and restricts the powers of government. 

Another question is this: Is amendment of the Consti- 
tution, providing for greater centralization of power in the 
Federal government, desirable? 

Obviously, a much higher degree of centralization than 
was contemplated by the framers of the Constitution has 
proven inevitable. But to the exponents of centralization, 
this development has not been rapid enough. Since the Su- 
preme Court has failed to uphold much of the recent legisla- 
tion, these federalists are now advocating amendment of the 





Constitution to make a greater extent of Federal control 
and guidance possible. 

This thought has been expressed by President Roosevelt, 
who has characterized the present limitations on the power 
of the Federal government as a relic of korse and buggy days, 
and who has expressed the belief that the Federal govern- 
ment should -be given broad powers to deal with all social 
and economic problems on a national basis “‘as the govern- 
ments of Europe do.” If forthcoming decisions of the Su- 
preme Court invalidate certain recent legislative measures, 
the movement for enlargement of Federal powers by amend- 
ment will doubtless become intensified and assume larger pro- 
portions. 

Admittedly, a strong case may be made fe~ centrali- 
zation, especially in certain respects. Certain proolems are 
truly national and must be dealt with on a national basis. 
We have already gone far in recognizing this fact. And we 
shall probably be compelled to go further. 

Does this admission, then, mean that centralized con- 
trol is generally desirable? It is upon grounds of emergency 
that the opponents of strict adherence to our constitutional 
system would generally justify unprecedented actions of gov- 
ernment. But the appeal to emergency may be carried too 
far. That is how the dictatorships of Europe arose. Once 
established, they never ackowledge the emergency to be over. 
A highly centralized government, through its control of 
funds, patronage, and extensive powers will always try to 
insure its own permanence. Therefore, if such a change is 
to be considered, it must be considered on its merits as per- 
manent policy. 

Centralization is a philosophy of regimentation and 
standardization. Of necessity, it sets up one form of pro- 
cedure to fit the entire nation. This may be practicable in 
a small country such as most of the European nations with 
homogenous population and homogenous problems. But to 
place all in the same category and forcibly to eradicate local, 
social and racial differences—in such a country as the United 
States—is obviously impossible. This, in large part, explains 
the collapse of the NRA. 

Moreover, in the haste to get things done there is little 
opportunity for experimentation. The forty-eight states— 
forty-eight laboratories—provide the opportunity for such 
experimentation, whether regarding social insurance, control 
of public utilities, labor legislation, or auto traffic. Each 
state may experiment with those methods of regulation 
which seem most practicable and serviceable to it. Others 
may imitate, add to, modify, or reject as they see fit. But 
centralized government has neither the inclination nor ability 
to experiment in this fashion, and thus to be guided by ex- 
perience before legislating on an all-inclusive scale. 

True, as years go by, it may prove necessary or desir- 
able for the Federal government to exercise regulatory pow- 
ers not now possessed by it under the Constitution. But 
there is ample opportunity for amendment. We have thus 
amended the Constitution from time to time. We amended 
it to permit the Federal government to deal with the liquor 
problem. We amended it to permit the Federal government 
to impose income taxes. There is a movement to amend it 
to permit Congress to regulate child labor. Other amend- 
ments may prove necessary in future years as the result of 
changed conditions, to enable us to deal with special prob- 
lems on a national basis. However, it is desirable that any 
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such amendment be specific in character, clearly limiting and 
restricting the action of the government to special fields. 

If and when any particular modification is recognized 
as desirable, there is need for lawful and orderly process 
through submission to the electorate, as contrasted with 
usurpation of power contrary to the fundamentals of the 
American constitutional system, or by enactment of laws 
which Congressmen or executives regard as of doubtful 
constitutionality. This is more fundamental, far more sig- 
nificant, than the economic or social justification of any 
particular measure. 

But a blanket amendment extensively enlarging the pow- 
of the Federal government is fraught with grave 
dangers. Such a broad and general amendment, permitting 
the Federal government to engage in all types of social and 
economic legislation without restraint would mean the death 
of the states as important units of government, the aban- 
donment of legislative experiments on a smaller scale by the 
various states, the disappearance of local self-government, 
the creation of an ever-expending bureaucracy seeking to 
perpetuate itself through control of funds, patronage and the 
use of its extensive powers, the acceptance of the philosophy 
of regimentation, the inauguration of so-called nationalistic 
“economic planning”, and ultimately the establishment of 
tyranny. 

In conclusion, we confront another query—Is modifi- 
cation of the Constitution desirable, in order to deprive the 
Supreme Court of the power, or to curb or restrain its 
power, to hold invalid an act of Congress on the ground 
that it violates the Constitution? 

‘Today we hear the suggestion from many sources that 
the Supreme Court ought not to be permitted to block the 
will of Congress, as expressed in legislation, and that the 
Constitution should be amended, if necessary, to do away 
with this power. 

Before we can give approval to such a suggestion we 
must analyze its implications. To deprive the Court of its 


ers 


OU have come together, I understand, to discuss re- 
lations between this country and the outside world 
—particularly problems connected with the age-long 

question of peace and war. 
We have all learned that peace cannot be a passive 
condition obtained and enjoyed in careless and selfish ease. 
The terms and policies by which it may be achieved are not 
easy or simple; and their attainment will require the unre- 
mitting support of a firm and informed public opinion here 
and elsewhere, which will thwart and nullify the wilder 
impulses of mankind, and never permit to be forgotten the 
ultimate bitter fruit of war. Your part in building that 
opinion is vital. 

You assemble, while in Africa the cannon throw their 

projectiles and aeroplanes drop their bombs. That fact 

makes your effort all the more significant, for the current 


power would mean to, place in Congress a politically chosen 
body, the supreme power. This would enable any transient 
Republican, Democratic, Socialist, or Farm-Labor majority, 
which might happen temporarily to control Congress, to 
interpret the Constitution as it might choose. The Consti- 
tution, at any time, would then be whatever a majority in 
Congress chooses to make it. Under such a system the Con- 
stitutional guarantees with regard to personal rights, eco- 
nomic freedom, and business enterprise, would become 
practically meaningless. 


The system of American liberalism, under which the 
individual is guaranteed certain personal liberties and eco- 
nomic rights, would be practically impossible without the 
system of judicial review as exercised by the courts. For 
otherwise there would be no agency to stop government 
from encroaching upon these rights, and to serve as guaran- 
tor and defender of our rights under the Constitution. 


Clearly, such an institution is essential to a federated 
republic such as ours. Otherwise, there would be no arbiter 
to determine questions involving conflicts regarding the 
scope of authority of the states and of the central govern- 
ment. And let us not forget that without such an agency 
as the Supreme Court, any president who might. through the 
control of vast public funds, contracts, jobs and patronage 
obtain a completely subservient Congress, could make himself 
a dictator. 


Let’s be slow to undermine this bulwark and anchorage 
of our personal liberties. Let’s move cautiously in surren- 
dering to government, whether national or state, any of our 
economic guarantees. Let’s amend the Constitution onlv 
when and in so far as the necessity is clearly demonstrated. 
And without embracing the philosophy of an over-simplified, 
pre-fabricated “‘planned” new order, which would involve 
abandonment of our present Constitution, let’s proceed on 
the pathway of orderly evolution and progress, within the 
framework of our governmental and constitutional system. 


Peace and War 


By HON. CORDELL HULL, Secretary of State of the United States 
By radio from Washington to the Forum on Current Affairs held in New York, Tuesday, October 15, 1935 


situation brings home to all of us how closely, and how 
dangerously, we are touched by distant events. We cannot, 
if we would, clear the atmosphere of the emotional and 
spiritual splinters of that explosion. 

It is no wild flight of the imagination that a radio- 
transmitting set carried on an army truck might convey 
inside our city rooms the very sounds of the actual conflict. 
The business of maintaining peace is not a remote concern, 
but an immediate one. 

The main lines of American policy are clear. This 
country has no aggressive ambition of any kind. We make 
no threat against the territory or the safety of any other 
country. We are prepared to defend ourselves against any 
threat to our own safety and welfare. We are determined 
not to enter into armed conflicts that may arise between 
other countries, and to enforce such policies as may be re- 
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quired to avoid that risk. On these matters the great ma- 
jority of the American people are agreed. 

But our duty, and the necessities of the situation, do 
not end there. We have an opportunity to exert an enormous 
moral influence throughout the world in support of peace 
and a peaceful settlement of controversies. We should exert 
it, and we are exerting it. 

Nor does this exhaust the limits of our duty or of the 
necessities of the problem of maintaining peace. For that 
end some mastery over the causes of conflict is required, a 
mastery only to be obtained by the simultaneous action of 
many countries. I have in mind primarily action in the eco- 
nomic and monetary spheres. 

In the task of remedying the conditions and difficulties 
which foster conflict, a common basis of action must be found 
with other countries. It has been well said that: “A single 
country can only organize resistance against other countries. 
No one country, no two countries, can organize cooperation 
with the outside world.” 

I know of no direction in which your wish for peace 
could be more beneficially turned than upon the restoration 
of international trade and other economic activities between 
this and other countries. In this field we may endeavor to 
take the lead, but any performance effective enough to make 
a vital difference in this question of war and peace must be 
the work of many countries. _ 

If we review the past, and particuiarly the immense 
advance in wealth, in diffused comfort, and in relief from 
exhausting labor during the last hundred years, it is clear 
that these are the achievements of business and commerce, 
and not of war and conquest. Between 1800 and 1900 the 
population of old historic Europe rose from 180,000,000 to 
460,000,000 and these myriads lived in much better eco- 
nomic circumstances at the end than at the beginning of 
the period. 

War did not make this possible, but only the slowly 
unfolding processes of manufacture, of finance and of trade 
which took place despite war. Over the centuries these 
processes, encroaching upon more barbarous ways, became 
predominant ever among those whose pugnacity exceeded 
their patience. 

The maintenance and development of international 
trade is one great and peaceful means by which the con- 
dition of the population of the different sections of the world 
can be improved without conflict. If it is vigorous and 
permitted to find its balance without extreme restrictions, 
then it enables each country, in addition to the fullest practi- 
cable development of its domestic economy, to draw upon 
the resources and skilled ability of the rest of the world, and 
at the same time provides the means of payment for the goods 


so secured. Conversely, its decline intensifies the difficulties 
of all countries. 

For the United States, among other countries, the main- 
tenance and growth of that trade vitally determines the 
welfare of many sections. Our economic activity has de- 
veloped to supply the outside world with many commodities, 
such as cotton, tobacco, wheat, corn and hog products, and 
automobiles; our ordinary daily life and our industries have 
been shaped by the utilization of products imported from 
abroad, such as tin, rubber, tea and coffee. 

When such interchange declines, we must expect eco- 
nomic deterioration both here and abroad, unsettlement and 
fear, and a sense of strain which disposes people to listen to 
leaders who talk to them in terms of war, and make them 
dream of a destiny less difficult and more rewarding than 
their difficult struggle to win a livelihood. 

War cannot achieve this result. For a short time and 
for some sections of a people it might appear as though it 
could; but nothing is clearer than that any conflict leaves 
behind it the seed of further conflict, and the general out- 
come is that the hopes of many are forever silenced in the 
mud of the battlefield, and the hopes of the rest turned into 
a miserable struggle against the ruin wrought by war. 

The stir and stimulus of economic hope and improve- 
ment are the favoring conditions of peace. They can be 
stimulated by the vigorous rebuilding of international trade 
which enables each country to live beyond and outside its 
borders, and by the gradual restoration of international mone- 
tary stability. From these directions can and must come 
that sense of change and improvement that infuses into any 
status quo the vitality of growth and of promise. 

The peaceful arts can be and have been the truly dy- 
namic arts; alongside of the dynamo a bayonet is as static 
as was the spear of the head-hunter. It is time that the 
world gave up the obsolete and blood-stained instrument and 
put to full use the new instrument of change that the peace- 
ful arts have created. 

The nations can and must simultaneously endeavor to 
facilitate the movement of trade between them, to find their 
way back to stable monetary relations, and to agree upon the 
organization and principles which will assure that important 
raw materials will become available on reasonable terms 
wherever they are needed. 

If you agree that the matters that I have dealt with are 
important elements in the maintenance of a peaceful inter- 
national life, you will study and determine how they may 
be made effective and demand that your political leaders 
become leaders in making them effective. I am happy to 
have had the opportunity to address you in regard to them. 


Broken Threads Between Nations 


By M. PAUL REYNAUD, Deputy of Paris and former French Minister of Finance 
To the Forum on Current Problems held by the New York Herald Tribune, October 17, 1935 


should like to say confidentially: “I would rather 

listen than speak!” For the fact is American re- 

covery has a capital influence on the world’s recovery. Hence 

it is most important for us Europeans to know how you are 
getting on on the other side. 

I remember that, a little more than five years ago, in 

August, 1930, when I was Minister of Finance, I received 


A the outset of my talk to our American friends I 





a visit from Wall Street bankers asking me if I would be 
disposed to list certain American stocks on the Paris Stock 
Exchange. I replied: “Certainly—but while you all agree 
that the depression in America will end in October, you don’t 
agree on the year. If you don’t mind, we'll wait until you 
are agreed on the year.” 

It looks as if this October is the right one. 

The depression is not over, but you are on the way out. 
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The United States are very fortunate in having as their 
leader a man like Mr. Roosevelt. If you compare him to cer- 
tain European dictators you will appreciate how human he 
is. He always has a smile. We feel as close to him, here in 
France, when he speaks, as if we were in New York. He 
has captivated the European imagination. 

He had the wisdom to apply the remedy which has suc- 
ceeded in most of the countries of the world. He corrected 
the rise of gold by reducing the quantity of gold contained 
in the dollar. The French being conservative, even if they 
don’t realize it, are reluctant to use that universal remedy, 
although I tell them: ‘Look at everybody. We have before 
us a fine collection of guinea pigs of all sizes and colors. Let 
us take into account what has succeeded with all of them.” 
But the orthodox turn such furious looks toward me that I 
wonder sometimes whether I shall not be compelled, one of 
these days, to come and ask your hospitality. That’s why I 
have to be so nice to you. 

Just the same, I am not sure that I shall be in agree- 
ment with all of you on everything I am going to say. 

I propose to nominate as public enemy No. 1—of you, 
of me and of the world—that disease of our days, un- 
certainty. 

Uncertainty for the business man who cannot plan 
ahead, who does not know what tomorrow will bring him; 
for the worker who does not know whether his job will last; 
for the father who does not know whether the next day 
will not bring empty shelves in the kitchen. 

How can we organize against that world disease? 

Make a note of this. You have often been told: “We 
have lost a lot of money in world trade, so let’s give up 
world trade. Let other nations stew in their own juice and 
try to pull ourselves out of the mess all alone.” ‘Time was 
when that was a motto. And the great advantage of mot- 
toes is that they dispense with thinking. But it’s costly 
economics. 

As for my part, I tell you it is not true. 

I tell you that internal stability, for which your great 
President is striving, cannot be achieved completely and defi- 
nitely without international stability. 

The time must come when, while we must keep on 
thinking as one of the citizens of our own beloved nation, 
we must also remember that we all belong to a larger com- 
munity—the world—which, after all, is not such a bad place 
to live in. 

You cannot live happily in an unhappy world. You 
cannot be prosperous in a ruined world. 

Just remember that our capitalist regime was born in 
the ports of a little inland sea, very famous in times of old, 


the Mediterranean. In these ports was traded the wealth of 
the various nations who lived around that sea; that is to say, 
the known world of the time. 

If the capitalist world wants to survive it must remain 
true to its origins. I say that if we could trade with the 
planet Mars we ought to hurry up and do it. That is the 
first reason why you must not disinterest yourselves in the 
rest of the world. 

The second is that we need political peace, the basis of 
which is economic peace. 

If there is not peace between the peoples—listen to what 
I am going to tell you—the whole fine internal stability 
which you have obtained will be endangered and perhaps you 
will perish. 

Do you want to perish? Do you want to destroy your 
present regime? Do you want to throw off, before you even 
started to benefit from it, that internal stability that your 
President is fighting so hard to give you? What about those 
marvelous American traditions? Do you want to do away 
with them? Three thousand miles away, I can hear you say 
“No iad 

Stabilizing peace, repairing the broken threads between 
nations—that is what we should all work at. 

-I quite agree with Mr. Morgenthau that, to do that, 
currencies must be stabilized. My personal opinion is that 
they must be stabilized as soon as those which are still behind 
are aligned with the dollar and the pound sterling. If trade 
between nations has only progressed 15 per cent in three 
years while the internal economic activity of the principal 
countries has increased on the whole by 35 per cent, it is 
largely because people want to know what they will get in 
money for their merchandise. 

Now, this is my message. Whether you agree or not, 
whatever you might have been told, I believe that: 

1. The interest of the great American people is to co- 
operate in maintaining peace between the nations. 

2. Its interest is to co-operate in re-establishing trade 
between the nations. 

3. Its interest is to co-operate in a general stabilization 
of currencies, as soon as the few backward currencies are 
aligned with the dollar. 

4. Its interest is to insure the future maintenance of 
currency stability by a general return to a gold-standard 
whose rules will be so framed to make it a servant of trade 
between the nations and not a national despot responsible for 
the economic isolation of every nation. 

That is my message. I don’t ask you to agree with me 
now. Events which are stronger than men will say who was 
right. Good-bye. I thank you. 


Why Employment Is Retarded 


By LEWIS W. DOUGLAS, Former Director of the Budget of the United States 


Delivered at the Forum on Current Problems conducted by the New York Herald Tribune, at New York, 
October 17, 1935 


ADAME CHAIRMAN: Within the short span 
M of eleven minutes, it is manifestly impossible to 

deal with the subject matter of this discussion 
without resorting to unproved statements. ‘Why Employ- 
ment Is Retarded,” is the title which has been selected for 
this period of the program. There are two general phases 
of the subject, one dependent and reacting upon the other. 
The first is the external or international one; the sec- 


ond is the purely national one. Doubtless others better 
qualified than I will speak of the influence of economic war- 
fare which the nations of the world have been too frequently 
employing. Doubtless they may speak of depreciated ex- 
changes, of exchange restriction, of quotas, of excessive use 
of tariffs. Doubtless they will explain that these weapons 


of economic strife restrict the volume of goods exchanged, 
drive nations into pursuing economic nationalism, breed na- 
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tionalistic passions, give birth to political animosities, create 
conditions under which nations can obtain the things they 
need only by the use of force, and lead eventually to armed 
hostilities. Doubtless they will show how these things im- 
pose almost insuperable barriers to full world recovery and 
re-employment. 

Consequently, I shall confine myself to the second phase, 
the national or internal one, with full knowledge that ex- 
ternal factors are not without their internal reflections, and 
I shall select, because I know it best, the United States. 
Without denying the need for wise reforms within our eco- 
nomic structure, employment of the unemployed is the es- 
sence of recovery. Here in this country, we have the spec- 
tacle of a higher stock market, an appreciation of bond 
values, somewhat better profits, but a substantially constant 
number of idle people. In this situation, various high off- 
cials have urged and are now exhorting private enterprise 
to assume the task of re-employing those who are unem- 
ployed. Why is it that this exhortation has not been com- 
plied with? Perhaps an examination of a few individual cases 
will reveal the answer. Let us assume that you are required 
by governmental order to reduce the amount which you can 
produce. 

Now let us assume further that you are paid for the 
things which you are prohibited from producing, the money 
which you receive being raised by taxing both yourselves and 
others. Of course, this situation we analyzed is the height 
of folly, for if it be correct to pay people for producing less, 
then it is equally correct to pay people for producing nothing 
at all. Obviously, if this is universally applied, it means 
that people will be paid out of nothing at all for producing 
nothing at all. 

I say they will be paid out of nothing at all, because 
having been prohibited from producing, there being, there- 
fore, no production and taxes being always paid out of pro- 
duction, there will be nothing out of which people can be 
paid. Consequently, people will be paid out of nothing for 
creating nothing. And when nothing is being produced, ob- 
viously, human effort or no human effort, no labor is neces- 
sary and every one is idle. 

Now, to be sure, this is an exaggerated picture of what 
is being done here, but that it is being done in a milder 
though drastic enough form, no one can deny. But how- 
ever exaggerated the statement may be, even a mild applica- 
tion of the policy means a reduction in the amount of effort 
and labor required, and, therefore, unemployment. 

The policy of restricting production is, therefore, one 
of the reasons for a lag in recovery defined as re-employment. 
Let us assume now that you have $10,000 in the form of 
a factory and a small cash reserve, and let us assume that both 
by official and quasi-official utterances and by many specific 
actions, you are led to believe that an attack is being made 
on any profit which by reason of your effort, ability, in- 
genuity, honesty, you may make. Under the circumstances 
would you elect to make any further investment, to use a part 
of your cash reserve to increase the efficiency of your factory 
and so to employ people? 

I suspect that you would say, “No, my risk is great 
enough already without assuming an additional one.” 

In other words, by assuming a policy of intemperate 
reform which has many indications of an attempt not to 
reform, but to destroy, our economic structure, the govern- 
ment is guilty of doing the very things which prevent you 
under those circumstances from doing the things which em- 





ploy people. 

And now let us assume that you have $10,000 in cash 
which you are anxious to invest. You of course have two 
things in mind in casting about for a suitable investment. 

The first is return on your investment, for after all 
you are entitled to it. You have saved your $10,000 by 
making past sacrifices. 

The second is safety of the investment, that is, reason- 
able assurance that your hard-earned savings will not be lost. 
You know: that when governments begin to change the value 
of currency, investments are frequently destroyed. You 
have witnessed your own government doing this very thing, 
and you are, consequently, apprehensive about making an in- 
vestment, but this is not all. You also know that without 
a single exception in all history, a government which spends 
more than its income, impairs, if it does not ultimately 
destroy, its currency and you know that this destroys invest- 
ments, impoverishes pensioners and laborers, wipes out sav- 
ings and bears with wicked, cruel violence upon entire 
populations. 

You know that we in the United States and others in 
countries across the seas, have had many cruel experiences 
with the result of continuous government deficits. 

You know that even the deficits incurred by our own 
government during the World War were partially respons- 
ible for the credit inflation which we experienced and conse- 
quently contributed to the devastating subsequent deflation, 
destruction of values, unemployment and poverty. These 
things you know, and so you examine the fiscal policy of your 
government and you find that within a period of four years 
the public debt has been increased by almost twelve billion 
dollars and that the cumulative deficits have amounted to 
almost fifteen billion dollars. For the future you discover 
that there is no plan to decrease expenditures. On the con- 
trary, the record discloses the disquieting fact that they are 
estimated to be greater than ever before. Moreover, a com- 
parison with other countries discloses the fact that both in 
absolute terms and in relation to income, we have been in- 
curring the largest deficits of any nation since the collapse of 
the German mark, and that the estimated expenditures ex- 
ceed the maximum revenue ever collected by our government. 

You examine the activities of the government bond 
market to find that they are all selling either at par or above 
par, but you are not misled by this, for you know that by 
a long series of actions, banks have been induced to take 
almost 80 per cent of the offerings of the government. 

You appreciate, moreover, that this, coupled with other 
action, is highly inflationary and finally you unearth the fact 
that the government has been supporting its own bond mar- 
ket whenever its bonds have begun to depreciate and you 
are, therefore, not deceived by this whole, high artificial pic- 
ture of soundness, and you conclude that the country at 
some time is in for a credit splurge, possibly terminating at 
some future date in a currency inflation. Under these cir- 
cumstances and with the knowledge of all experience before 
you, the investment of $10,000 represents a most perplexing 
problem. 

After carefully considering it, you conclude not to invest 
in a new long-term commitment where your investment will 
put people to work producing things. To do so would imperil 
the security of your savings. Yet is is known as a fact that 
there is a demand for the investment of many billions of 
dollars for replacement alone and that unemployment is con- 
centrated in those industries which produce the goods to 
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satisfy that demand. Now multiply your case by the many 
individuals, corporations and institutions which have savings, 
and you discover the reason for the constant number of 
unemployed. Under our system private enterprise is the 
only agency which can employ a large number of people for 
productive purposes. It can do so when it is confident that 
the only risk it is taking is the normal risk of doing business. 


Consequently, when government piles additional hazard upon 
hazard, government is preventing private enterprise from 
doing the very thing which the government exhorts private 
enterprise to do. 

What a travesty it is to witness a government which, 
perhaps, unwittingly persists in doing the very things which 
prolong the human tragedy of unemployment. 


The United States, The League of 
Nations and World Peace 


By COLONEL EDWARD M. HOUSE 
Radio Address delivered October 15, 1935, over the facilities of the National Broadcasting Company 


Americans to remember the part our country played in 

the creation of the League of Nations and that today 
the League is functioning as its sponsors wished. Those of 
us who have watched with concern these first fifteen years 
of the League’s life are happy at the positive stand that it 
is taking today for world peace. 

Before the World War, and when Woodrow Wilson 
was elected President, he and I foresaw the possibility of the 
disaster and we discussed different plans by which we hoped 
it might be averted. 

Later, when conditions grew worse and war seemed 
definitely on the horizon in Europe, the President suggested 
that I should go to Europe on a mission, the aim of which 
was to delay or prevent the outbreak of hostilities. At that 
moment, however, the Archduke Ferdinand was assassinated 
and the whole problem was suddenly taken out of the hands 
of diplomats. Before anything could be done to keep the 
peace the nations were in the throes of war. 

All during the struggle in Europe, President Wilson 
used me as his emissary to carry suggestions of peace to the 
warring nations. On such peace missions I went to Europe 
—many times during the years between 1914 and 1917. 
Later, developments came which involved the United States. 

Now as in ’14, the unmistakable sentiment of this coun- 
try is for peace. We do not wish to be involved in an old- 
world conflict. The action of Congress and the further ac- 
tion of the President in withdrawing American protection 
from those who trade with the fighting nations will make 
it easier for the United States to maintain its neutrality. 

When, in the summer of 1918, it became increasingly ap- 
parent that the war was drawing to an end, President 
Wilson and I had many long discussions about a League of 
Nations designed to prevent a recurrence of such a catas- 
trophe. The draft of the Covenant which I made at the 
request of the President and which I sent to him July 16, 
1918, was headed “Suggestions for a Covenant of the 
League of Nations.” That title, interestingly enough, has 
been used ever since. 

At the Versailles Conference both Mr. Wilson and I 
urged the acceptance of this League plan. In the United 
States, at that time, almost everybody—regardless of politi- 
cal party—was for the League idea. In fact, important 
Republican leaders were, if anything, more solidly for the 
League than many Democrats. 

I have followed the growth of the League through the 
fifteen years of this post-war period very carefully. I have 
observed that its critics have frequently declared it dead and 
that, just as frequently, it has appeared to come to life again. 


[’ seems to me that it should be a source of pride for 


That, in my belief, indicates that the League idea—is a right 
idea and one that the world will not allow to die. 


Moreover, a good many people have expected too much 
of the League in this short and turbulent first decade and a 
half of its history. The ultimate purpose of the League is 
to do away with war. But war has been here for a long 
time. Its roots are deep in the soil of the world’s political 
and economic life. It is not strange that, after only fifteen 
years, they have not been entirely eliminated. 


Further, the League, for its success, must have the 
strong force of world opinion back of it. But never before has 
an attempt been made to organize opinion for world peace on 
a world basis. When you consider the intenseness of national 
rivalries, it is not at all strange that the League’s backing 
has been sometimes wavering and uncertain. 


Today, when the League demands of its members the 
fulfillment of their agreement to settle their differences with- 
out resort to war, a forward step has been taken that will be 
historic. There are many sincere people who greatly regret 
that sanctions are about to be imposed on Italy. But it 
should be pointed out that it is useless merely to wish for 
peace. In order to get it one must be willing to do what the 
League is asking the nations, great and small, of which it is 
composed, to do: ‘That, in this case, involves the use of 
sanctions. If the League’s purpose is accomplished and it is 
demonstrated that a combination of nations can settle dis- 
putes without resort to war, civilization will have advanced 
beyond the limits of the dreams of philosophers and saints. 

There are many who sympathize with Germany, Japan 
and Italy in their desire to obtain an outlet for their surplus 
population and access to more raw materials, but they wish 
them to use measures other than force to further purposes. 
It has been suggested that a potent League could bring about 
a readjustment of territory, and induce those nations having 
a surplus to share with those who lack it. There are many 
waste places in the world that could be developed in this way 
and further cause for colonial expansion at least partially 
eliminated. 

Today there is a new order of international morals, and 
the demand for its enforcement is almost universal. This 
can be done in no way other than through an organization 
like the League of Nations and in order for it to be 100% 
effective all nations must do their part. Might not the 
League’s complete success in the present instance induce the 
only three large nations on the outside to become members? 
In this event war would not be possible and there would 
come to pass that wish deep in every American heart—the 
freedom of mankind from the brutalizing practice of war. 


BB 83 





